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ABOUT  THIS  REPORT 

The  unprecedented  growth  of  industrial  activity  since 
World  War  II  has  spotlighted  the  importance  of 
rapid,  thorough  dissemination,  within  the  organiza- 
tion, of  information  regarding  the  company's  opera- 
tions, financial  status,  and  competitive  position. 
Leading  firms  have  been  engaged  in  developing  re- 
ports systems  which  will  facilitate  the  planning  func- 
tion and  provide  close,  accurate  control  at  all  levels. 
At  a  special  methods  review  conference  held  by 
the  American  Management  Association  at  The  Hotel 
Astor,  New  York  City,  on  May  4,  1953,  five  such 
companies  described  their  individual  programs — 
with  special  emphasis,  in  each  case,  on  a  particular 
phase  of  the  reporting  problem.  The  five  sections  of 
this  volume  were  adapted  from  these  presentations 
with  the  assistance  of  Frederic  E.  Pamp,  Jr.,  Manager 
of  AMA's  Finance  Division,  who  had  arranged  the 
conference. 


Elizabeth  Marting,  Editor 
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I.  Burroughs  Corporation 

Motivating  Executive  Action  Through  Reports 

JAMES  F.   LILLIS 

Make  it  accurate — make  it  complete.  So  important  are  these  two  great 
commandments  in  preparing  financial  reports  that  it  is  sometimes  easy 
to  forget  an  equally  important  third :  Make  it  fulfill  its  primary  objective, 
which  is  to  induce  the  reader  to  take  the  right  type  of  action.  If,  in  the  prep- 
aration of  all  our  reports,  this  fundamental  purpose  were  kept  firmly  in  mind, 
the  effectiveness  of  the  control  function  of  a  business  would  be  materially 
increased.  Let  us,  therefore,  examine  the  basic  principles  through  which  we 
can  make  our  reporting  efforts  successful  in  achieving  this  desired  result. 

First,  report  preparation  must  be  preceded  by  an  analysis  of  the  pertinent 
data.  This  in  turn  requires  an  orderly  method  to  accumulate  and  classify  the 
information  we  shall  use.  In  financial  reporting,  that  method  will  pertain  to 
the  accounting  system  and  the  chart  of  accounts,  both  of  which  must  be 
tailored  to  facilitate  the  communication  of  results. 

Second,  the  results  must  be  interpreted  in  a  way  that  will  reveal  the  problem 
clearly  and  indicate,  where  possible,  the  desired  action.  To  meet  this  require- 
ment, it  is  obvious  that  the  individuals  who  handle  analysis  and  interpretation 
need  an  understanding  of  the  accounting  processes.  But  it  is  also  important 
that  they  have  a  well-rounded  knowledge  of  the  business  as  a  whole  and  the 
ability  to  view  problems  from  a  broad  business  and  economic  point  of  view, 
rather  than  from  a  technical  accounting  viewpoint  alone. 

Third,  the  presentation  of  the  report  must  be  carefully  considered  in 
advance.  In  this  connection,  proper  timing  and  the  means  of  arousing  a  recep- 
tive attitude  are  both  important.  Obviously,  such  factors  differ  considerably 
with  various  types  of  reports.  The  problem  is  one  of  selecting  the  best  ap- 
proach in  each  case. 

Fourth,  some  sort  of  follow-up  is  necessary  to  see  that  adequate  recognition 
has  been  given  to  the  problem  and  to  make  sure  that  proper  action  has  been 
taken.  At  this  stage,  tact  is  an  invaluable  commodity.  In  many  cases,  the  out- 
come we  seek  will  depend  not  upon  our  insistence  but  rather  on  an  attitude  of 
perseverance  and  on  an  ability  to  select  the  proper  time  and  the  most  favor- 
able circumstances  to  pursue  the  matter. 

These  are  all  very  general  principles  which  are  mentioned  here  only  to 
show  the  scope  of  the  over-all  task.  Let  us  now  attempt  to  demonstrate  the 
application  of  these  principles  to  the  actual  processes  of  financial  reporting. 

THE   SYSTEM   DESCRIBED 

Executive  action  of  one  form  or  another  must  be  taken  at  all  levels  of 
management  at  various  times.  For  our  purpose  we  may  divide  executive  action 
into  two  general  types.  In  the  first  place,  there  are  the  inevitable  day-to-day 
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operating  decisions,  dealing  with  such  matters  as  the  movement  of  people  to 
meet  required  changes  in  production  schedules  or  the  correction  of  factors 
causing  unfavorable  variances  in  labor  efficiency  and  material  usage.  It  is 
true  that,  in  many  instances  here,  correction  of  the  basic  causes  involves  a 
longer-range  program.  Nevertheless,  to  maintain  current  operations  at  an 
efficient  level,  many  executive  decisions  must  be  made  within  the  framework 
of  existing  policies. 

At  the  other  extreme  are  matters  which  require  basic  changes  in  policy  to 
obtain  corrective  action.  An  unfavorable  sales  trend  for  a  certain  product 
may,  upon  analysis,  necessitate  one  or  more  of  the  following : 

1.  Broadening  or  revision  of  distribution  methods. 

2.  Improvement  of  the  product  or  introduction  of  a  superseding  item. 

3.  Reduction  in  price. 

Generally,  correction  of  these  factors  can  be  accomplished  only  over  a  longer 
period  after  exhaustive  analysis  and  consideration  of  various  alternatives. 

It  may  be  seen,  therefore,  that  we  are  ultimately  concerned  with  inducing 
executive  action  on  two  broad  types  of  problems — the  immediate  and  the 
long-range.  Since  there  are  obvious  differences  in  the  amount  of  data  required 
in  each  case,  it  is  at  once  apparent  that  our  reporting  system  must  provide  for 
some  measure  of  flexibility. 

Effective  Control  Reporting 

The  foundation  of  the  reporting  system  is  the  periodic,  recurring  report  on 
current  operations  and  financial  position.  In  most  companies  this  report  is 
presented  monthly.  It  consists  of  a  profit  and  loss  statement,  a  statement  of 
financial  condition,  and  supporting  schedules  which  show  the  results  achieved 
by  divisions,  product  lines,  and  departments,  as  dictated  by  the  organization 
and  policies  of  the  company.  Underlying  such  reports  may  be  daily  reports  of 
material  consumption  or  labor  efficiency,  daily  or  weekly  reports  of  sales,  and 
reports  on  the  operating  performance  of  each  producing  department. 

To  be  useful,  these  reports  should  present  a  yardstick  against  which  current 
results  or  position  can  be  measured.  Since  their  primary  purpose  is  control — 
a  means  of  ascertaining  whether  results  are  in  line  with  objectives — it  follows 
that  the  first  requisite  of  a  reporting  system  is  the  existence  of  predetermined 
standards  for  all  areas  of  operation.  These  areas  include  sales  volume;  pro- 
duction volume ;  all  costs  of  production,  distribution,  and  administration ;  and 
profits. 

The  full  use  of  standards  permits  the  establishment,  in  advance,  of  a  total 
operating  plan  to  which  can  be  related  all  control  reports  from  the  daily 
report  of  labor  for  the  foreman  to  the  condensed  profit  and  loss  statement  for 
top  management.  Such  a  plan  provides  for  the  same  means  of  measurement  at 
all  levels  of  management,  with  reports  differing  only  in  the  degree  of  detail. 
It  also  affords  a  basis  for  highlighting  those  items  on  which  unfavorable 
deviations  occur. 

If  our  recurring  financial  reports  are  to  present  results  and  position  in 
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relation  to  predetermined  objectives,  and  to  motivate  thereby  the  action  re- 
quired to  correct  unfavorable  deviations,  several  principles  must  be  followed. 
It  goes  without  saying  that  reports  should  be  timely.  The  shorter  the  interval 
between  the  deed  and  the  report,  the  more  receptive  the  treatment  of  the 
report  will  be.  Equally  evident  is  the  necessity  to  standardize  report  prepara- 
tion. Time  will  not  permit  the  development  of  an  original  approach  in  each 
succeeding  period.  In  addition,  standardization  enables  recipients  to  focus 
attention  more  quickly  on  the  items  that  need  it.  Finally,  another  "must"  is  the 
reduction  of  detail  to  a  minimum  consistent  with  the  level  of  management  to 
which  a  particular  report  is  directed. 

The  Special  Report 

Observance  of  these  principles  is  essential  to  an  effective  system  of  control 
reporting,  yet  it  is  clear  that  such  a  system  cannot  alone  suggest  the  executive 
action  that  will  correct  unfavorable  deviations  or  trends.  Even  when  defec- 
tions have  been  unmistakably  pointed  out,  their  correction,  in  many  cases, 
is  neither  obvious  nor  possible  without  further  analysis  of  the  factors  in- 
volved. It  is  necessary,  therefore,  that  a  means  be  established  within  our 
reporting  system  for  more  complete  analyses  of  problems.  We  need  reports 
that  will  more  clearly  portray  the  basic  causes  of  the  difficulty  and  perhaps 
indicate  the  alternative  courses  of  action  that  might  produce  the  desired 
results. 

Such  reports  are  normally  referred  to  as  "special  reports."  In  form  and 
content,  they  differ  materially  from  those  of  a  "control"  category,  although 
in  a  well-integrated  reporting  system  there  is  a  definite  relationship  between 
the  two.  A  well-conceived  control  report  should  point  out  the  areas  or  objects 
which  need  to  be  followed  up  with  special  reports.  It  should  promptly  indicate, 
for  example,  a  chronic  failure  of  a  certain  product  to  meet  sales  goals  or  the 
relative  inefficiency  of  one  operating  plant  as  against  another.  However,  to 
determine  the  reasons  for  these  conditions  sometimes  requires  exhaustive 
analysis,  and  the  proper  solution  can  be  an  even  greater  problem.  So,  if  con- 
trol reports  are  to  meet  the  needs  for  which  they  are  created,  we  must  look  to 
special  reports  for  the  more  detailed  and  time-consuming  tasks  of  establishing 
cause  and  remedy. 

This  being  the  case,  special  reports  must  embody  a  rather  different  set  of 
principles  from  those  which  have  so  far  been  discussed.  Since  a  complete 
analysis  of  the  problem  is  essential,  this  kind  of  report  cannot  always  be 
promptly  prepared.  Factual  accuracy  and  completeness  cannot  be  sacrificed 
in  favor  of  speed. 

However,  there  are  compensations.  In  view  of  the  special  nature  of  these 
reports  and  the  difference  in  time  requirements,  there  is  a  greater  opportunity 
for  originality  in  approach.  Indeed,  the  entire  concept  of  this  type  of  report 
deserves  close  attention,  for  accuracy  of  facts  and  conclusions  is  of  no  value 
if  the  report  does  not  "sell."  If  it  is  a  narrative  report,  it  must  be  well  con- 
structed and  written  in  a  convincing  style  that  presents  clear-cut  recommenda- 
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tions  supported  by  facts.  The  possibilities  here  are  wide.  For  instance,  narra- 
tive and  graphic  techniques  can  be  effectively  combined  to  reduce  volume  of 
detail  and  to  highlight  important  factors  and  relationships. 

Since  special  reports  are  non-recurring,  questions  arise  as  to  whom  they 
should  be  presented  and  at  what  time.  Many  of  them  may  cross  lines  of 
responsibility,  in  which  case  we  might  be  confronted  with  such  problems  as 
these : 

•  Should  copies  be  presented  jointly  to  the  executives  concerned? 

•  Should  the  report  be  submitted  to  an  executive  to  whom  all  directly  con- 

cerned are  responsible  ? 

•  Should  a  conference  be  held  among  the  affected  executives,  prior  to  dis- 

tribution of  the  report  ? 
Questions  of  this  sort  can  be  answered  only  in  terms  of  each  report.  Due 
consideration  must  be  given  to  its  nature,  the  type  of  recommendations  made, 
the  personalities  of  those  affected,  and  similar  factors.  In  the  final  analysis, 
selection  of  the  proper  approach  can  be  all-important  in  obtaining  proper 
reception  of  the  report. 

Organizational  Requirements 

As  in  the  accomplishment  of  any  objective,  organization  is  indispensable 
to  an  effective  system  of  financial  reporting.  Again,  let  us  stress  the  fact  that 
the  first  requisites  are  an  orderly  system  for  recording  and  accumulating 
accounting  data  and  adequacy  with  respect  to  the  accounts  and  the  accounting 
system.  To  insure  timeliness,  time  schedules  must  be  established  for  the  prep- 
aration of  statements  and  schedules  which  precede  or  accompany  control 
reports.  And  finally,  if  data  are  to  be  presented  effectively,  responsibility  must 
be  assigned  to  competent  personnel  for  their  analysis  and  interpretation. 

There  has  been  much  argument  as  to  whether  analysis  and  interpretation 
should  be  performed  by  those  responsible  for  recording  or  accumulating  the 
data.  It  would  seem,  however,  that  if  both  functions  are  to  be  performed 
effectively  the  responsibility  for  them  must  be  clearly  divided  from  an 
organizational  viewpoint.  After  all,  each  function  requires  a  vastly  different 
background  and  outlook  on  the  part  of  its  personnel.  And,  in  view  of  the 
pressure  exerted  on  most  accounting  departments  today,  the  performance  of 
both  functions  by  the  same  people  will  inevitably  lead  to  neglect  of  the  anal- 
ysis function. 

Specialization  in  analysis  and  interpretation  permits  continuous  attention 
to  these  functions  by  personnel  who  are  in  close  touch  with  the  over-all  prob- 
lems of  the  business.  Unencumbered  by  the  daily  tasks  connected  with 
maintaining  the  books  and  records,  they  can  devote  a  considerable  portion  of 
their  time  to  contacts  with  operating  executives.  The  net  result  is  bound  to 
be  a  more  effective  means  of  communication  of  the  financial  data  to  those  who 
must  take  action  on  it. 

To  sum  up,  then,  if  a  system  of  financial  reporting  is  to  be  successful  in 
motivating  executive  action,  it  must  embrace  these  four  basic  principles : 
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1.  An  understanding  of  the  types  of  reports  required  for  different  pur- 
poses. 

2.  A  means  of  preparing  the  appropriate  report  in  an  effective  manner. 

3.  A  carefully  conceived  and  orderly  method  of  presentation. 

4.  A  means  of  continuous  follow-up. 

THE   SYSTEM   IN   OPERATION 

It  remains  now  to  see  the  application  of  these  principles  to  an  actual  sys- 
tem of  control  reports.  Let  us  first  assume  that  the  following  conditions  exist. 
There  will  be  in  operation  a  complete  system  of  profit  forecasting,  sales  fore- 
casting, and  budgetary  control.  We  will  have  an  accounting  system  that 
assigns  the  responsibility  for  all  revenues  and  expenses,  by  classification,  to  a 
specific  individual  in  the  organization.  Provision  will  also  have  been  made 
for  staff  groups  in  the  financial  function  whose  primary  responsibility  is  the 
analysis  and  interpretation  of  data  and  the  communication  of  results  to 
operating  executives. 

Here,  then,  is  how  the  system  functions. 

Establishing  the  Objective 

Each  October,  the  comptroller's  staff  develops  a  tentative  profit  objective 
for  each  division  and  for  the  company  as  a  whole  for  the  following  year,  In 
establishing  this  objective,  the  most  important  factors  considered  are : 

1.  Return  on  assets  employed. 

2.  Current  and  prospective  economic  conditions. 

3.  Current  sales  and  cost  trends. 

4.  Contemplated  expansion  of  products,  facilities,  and  organization. 

5.  Continuation  of  a  growth  pattern  in  sales  and  profits. 

The  omission,  at  this  point,  of  any  mention  of  specific  sales  forecasts  or 
of  profit  estimates  by  operating  division  heads  may  be  noted.  The  reason  for 
the  procedure  as  outlined  is  this  :  Our  purpose  is  to  present  management  with 
a  profit  objective,  the  attainment  of  which  will  reflect  a  continuation  of  the 
company's  growth  trend  and  satisfactory  management  performance. 

This  tentative  profit  objective  is  presented  in  person  by  the  comptroller 
at  a  group  meeting  of  the  executive  officers  and  heads  of  operating  divisions 
of  the  company.  With  the  aid  of  poster  charts,  the  presentation  portrays : 

1.  Estimated  profits  for  each  division  for  the  current  year,  as  compared 
with  the  tentative  objective  for  the  succeeding  year. 

2.  Current  trends  of  sales  and  costs  for  each  division. 

3.  Current  rate  of  return  and  rate  projected  in  the  profit  goal. 

4.  Analysis  of  factors  accounting  for  the  difference  between  current  per- 
formance and  required  performance  for  the  succeeding  year. 

5.  Changes  in  policy  required  or  major  problems  which  must  be  solved  if 
the  objective  is  to  be  met. 

The  purpose  of  this  meeting  is  to  obtain  acceptance  of  the  objective  or  to 
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make  such  adjustments  in  it  as  may  be  indicated  by  the  views  of  the  operating 
executives. 

Total  Operating  Plan  Approved 

When  the  objective  has  been  decided  upon,  the  various  divisions  are  advised 
to  prepare  sales  forecasts  and  production  and  expense  budgets  with  an  eye 
toward  meeting  or  exceeding  the  profit  objective  for  each  area.  Forecasts 
and  budgets  are  submitted  to  the  comptroller's  staff  for  analysis  and  review, 
for  comparison  with  objectives,  and  for  incorporation  into  the  total  company 
forecast  and  budget. 

Comments  of  the  staff  are  then  submitted  to  the  Budget  Committee,  com- 
posed of  two  general  officers  of  the  company  and  the  comptroller.  A  meeting 
is  arranged  by  this  committee  for  each  division  head  and  those  of  his  per- 
sonnel responsible  for  the  preparation  of  his  budget.  The  purpose  here  is  to 
review  expected  results  and  to  discuss  possible  means  of  attaining  objectives 
not  indicated  in  the  preliminary  budgets.  In  many  instances  the  committee 
refers  the  budget  back  to  the  division  for  further  review  and  for  revision  of 
such  items  as  expense  levels. 

When  the  committee  has  finally  passed  on  all  budgets,  a  written  report  is 
prepared  by  the  comptroller's  staff  and  submitted,  together  with  the  comments 
of  the  Budget  Committee,  to  the  General  Management  Committee.  This  body 
then  meets  to  approve  the  total  operating  plan.  When  approved,  it  becomes  the 
means  of  measuring  current  performance  in  weekly  and  monthly  control 
reports  to  all  levels  of  management. 

It  will  be  noted  that  this  approach  to  the  establishment  of  forecasts  and 
budgets  permits  the  concentration  of  attention  on  exceptions  in  those  areas" in 
which  an  unfavorable  deviation  is  indicated  from  a  predetermined  over-all 
objective. 

Management  Kept  Informed 

Let  us  now  examine  briefly  the  operation  of  the  control  reporting  system. 

Budgets  by  months  are  disseminated  to  the  division  accounting  points 
responsible  for  the  accumulation  of  transactions  and  preparation  of  state- 
ments. We  do  not  insert  budget  figures  on  statements,  but  use  merely  the 
actual  amounts  and  variations.  This  is  done  to  boil  down  the  reports  to 
essential  information,  which  in  reality  is  the  deviation. 

Reports  showing  variances  are  issued  directly  by  the  division  accounting 
points  to  the  various  management  personnel.  Since  the  scope  of  operations  is 
relatively  narrow  at  the  lower  levels  of  management,  the  statements  are  re- 
leased without  interpretation  or  comment.  However,  at  the  top  levels,  and  par- 
ticularly for  the  general  management  of  the  company,  the  technique  differs. 

An  over-all  summary  of  operations  is  submitted  every  month  to  top  man- 
agement. On  each  of  the  following  items,  forecast  figures  are  shown  in  com- 
parison with  figures  for  the  current  month  and  the  year  to  date  : 
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1.  New  orders  received. 

2.  Total  revenue. 

3.  Sales  value  of  production. 

4.  Gross  profit  rates. 

5.  Summary  of  operating  expenses. 

6.  Net  income  before  taxes, 

Accompanying  this  statement,  in  package  form,  are  a  condensed  profit  and 
loss  statement,  a  statement  of  financial  condition,  schedules  of  sales  and  gross 
margins  by  products,  and  summary  schedules  of  expenses  by  major  activity 
and  division. 

The  statements  are  also  accompanied  by  a  brief  analysis  of  the  results 
for  the  current  period.  We  include  here  forecast  variances  by  divisions  and 
causes,  as  well  as  comments  on  current  trends  of  sales,  production,  inven- 
tories, and  costs.  Attached  to  the  report  is  an  over-all  profit- volume  chart.  The 
entire  report  is  brief  enough  to  be  contained  in  no  more  than  two  pages. 
When  particular  conditions  indicate  that  further  analysis  is  required,  refer- 
ence is  also  made  to  the  item  under  further  study. 

Once  each  month  a  meeting  is  held  at  which  the  comptroller  discusses  with 
management  the  results  of  operations.  Charts,  maintained  by  the  comptroller's 
staff,  are  used  to  show  both  variances  and  trends  in  sales  by  products,  inven- 
tories, production,  and  costs  by  activity  or  division.  Such  meetings  form  the 
basis  for  general  agreement  to  proceed  further  with  analysis  of  unfavorable 
factors.  These  analyses  ultimately  lead  to  changes  in  policies  or  practices. 

Periodically  the  charts  mentioned  are  shown  at  special  meetings  of  sales 
and  production  management  personnel  in  order  that  they  may  be  currently 
informed  of  over-all  operations. 

Reports  Measure  Performance 

The  accompanying  reports,  pertaining  to  distribution  operations,  illustrate 
the  manner  in  which  some  of  the  aforementioned  principles  may  be  incor- 
porated in  presenting  information  to  various  levels  of  management  for  cur- 
rent control  of  operations.  It  will  be  noted  that  all  reports  measure  actual 
performance  in  relation  to  a  goal  and  that  the  amount  of  detail  is  progres- 
sively condensed  as  it  is  directed  to  higher  levels  of  management. 

Exhibits  1,  2,  and  3  are  prepared  for  the  use  of  managers  of  sales  branches ; 
they  show  the  volume  of  revenue  and  level  of  cost  for  the  operations  con- 
ducted at  the  branch.  Exhibit  4,  also  for  the  branch  manager,  is  a  summary 
of  total  branch  operations  on  which  volume  and  operating  costs  are  sum- 
marized; in  addition,  the  general  expenses  of  operating  the  branch  are  shown 
in  detail. 

Exhibits  5  through  9  are  prepared  for  regional  managers,  who  have 
responsibility  for  the  operation  of  a  number  of  sales  branches  in  a  geographic 
region.  Exhibit  5  is  a  summary  of  costs  and  volume  for  all  branches  in  the 
region ;  it  also  summarizes  general  costs  of  operating  the  region  which  are  not 
applicable  to  specific  branches.  Exhibit  6  is  a  detail  of  the  regional  expenses 
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summarized  on  Exhibit  5,  and  Exhibits  7,  8,  and  9  are  comparative  summaries 
of  branch  operations  in  the  region  showing  the  relative  performance,  in  vol- 
ume and  costs,  of  each  branch  in  relation  to  goal. 

Exhibit  10  constitutes  an  analysis  of  sales  by  product  line  and  class  of  cus- 
tomer. It  is  prepared  for  each  branch  and  is  summarized  by  region.  Exhibit 
11  is  a  summary  of  the  individual  performance  of  each  salesman  in  each 
branch. 

Exhibits  12  through  14  are  prepared  for  general  sales  management.  Exhibit 
12  is  a  comparison  by  product  lines  of  new  orders,  production,  deliveries, 
inventories,  and  backlogs.  It  is  used  to  review  weekly  the  degree  of  balance 
existing  in  these  factors  for  each  product.  Exhibits  13  and  14  are  used  to 
highlight  monthly  the  relative  positions  of  regions,  and  of  branches  within  a 
region,  in  volume  and  cost  performance  as  against  goals. 

Exhibits  15,  16,  and  17  are  included  in  monthly  financial  statements  for  top 
management.  Exhibit  15  is  a  summary  of  all  distribution  expenses  as  against 
budget  for  the  entire  company.  Items  shown  in  varying  detail  on  the  fore- 
going exhibits  are  condensed  to  one  line  here.  Exhibit  16  is  a  further  con- 
densation of  all  revenues  and  costs  for  top  management  review,  while  Exhibit 
17,  also  prepared  for  top  management,  attempts  to  present  monthly  on  a 
company-wide  basis  the  relation  of  new  business  to  production,  inventories, 
and  unfilled  orders.  It  is  also  a  condensed  summary  of  revenue,  costs,  and 
profits. 

SUMMARY 

By  way  of  conclusion,  let  us  again  emphasize  the  important  relationship 
that  exists  between  the  two  basic  types  of  reports.  The  need  for  special 
reports,  to  illuminate  more  completely  the  underlying  causes  of  an  unsatis- 
factory condition,  is  largely  indicated  through  analysis  of  control  reports. 

We  have  indicated  that  the  approach  to  the  preparation  of  special  reports 
cannot  be  standardized.  The  need  for  further  analysis  is  never-ending  in  the 
average  company.  Nor  can  it  be  said  that  we  have  an  effective  reporting 
system,  with  a  reasonable  chance  of  motivating  the  right  action,  unless  we  are 
prepared  to  detect  and  to  explore  further  all  major  items  which  do  not  con- 
form to  our  predetermined  plans.  While  this  is  not  an  easy  task,  financial  and 
accounting  management  cannot  consider  its  job  completed  until  it  has  equipped 
its  organization  with  the  manpower  and  means  of  performing  this  all- 
important  function. 


APPENDIX:   SELECTED  REPORT  FORMS 


EXHIBIT   1 


BRANCH  EQUIPMENT  MARKETING  REPORT 


CURRENT    MONTH 

DESCRIPTION 

YEAR    TO    DATE 

ACTUAL 

QUOTA/BUDGET 

VARIANCE 

ouSta 

ACTUAL 

VARIANCE 

UNFILLED    ORDERS    AT    BEGINNING   OF    YEAR 

NET    EQUIPMENT    ORDERS    ACCEPTED                                A 

NET    EQUIPMENT    ORDERS    BILLED                                         B 

CURRENT    UNFILLED    ORDERS 

EQUIPMENT   MARKETING   EXPENSES    (860) 

101     SUPERVISORY    SALARIES                                           %   A 

106    SALES    REPRESENTATIVES'     SALARIES 

105    SALES     TRAINEES'     SALARIES 

104    FIELD    INSTRUCTOR'S    SALARIES 

134    OVERTIME    PREMIUM 

TOTAL    SALARIES                          %  A 

573    TRAVELING    EXPENSES                                                     %    A 

406    DEPARTMENTAL .SUPPLI ES 

409   Pmi 

FOR    BRANCH    MANAGER 

MONTHLY    EQUIPMENT    VOLUME 
AND    COSTS 

554    BUSI 

559    PER! 

56  1    CON' 

571     MOV 

572    ENTI 

635   ASS( 

636     TEO 

637    PER 

642    MISCELLANEOUS 

643    CASUALTY     LOSSES     -     UNINSURED 

842    RENT     .     EQUIPMENT 

TOTAL    NON- VARIABLE    EXP.  %A 

122     SALESMEN'S     COMMISSIONS                                        %     B 

121     SUPERVISORY    COMMISSIONS                                     %    A 

CENTS    DROPPED 

OPERATOR'S  SCHOOL 


(865) 


101     SCHOOL     SUPERVISORY     SALARIES 

104     INSTRUCTOR'S     SALARIES 

134    OVERTIME    PREMIUM 

406     DEPARTMENTAL     SUPPLIES 

409    PRINTING 

573    TRAVELING    EXPENSE 

642    MISCELLANEOUS 

TOTAL    SCHOOL    EXP. 

901     LESS:   REVENUE     .     OPERATOR'S     SCHOOL 

CENTS     DHOPPEO 

NET    PROFIT   OR    LOSS 

[15] 
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EXHIBIT  2 


BRANCH  SERVICE  OPERATING  REPORT 

LOCATION  MONTH 


CURRENT    MONTH 

YEAR    TO    DATE 

ACTUAL 

QUOTA/BUDGET 

VARIANCE 

REVENUE: 

%    TO 

ACTUAL 

VARIANCE 

NET    MECHANICAL     REVENUE                 1            % 

CENTS    DROPPED 

TOTAL     REVENUE 

% 

A 

OPERATING   EXPENSES: 

%T0  A 

101     -    SUPERVISORY    SALARIES 

■    OTHER    SALARIES 

109    •     SHOP    SALARIES 

135    -    OVERTIME    PREMIUM 

% 



TOTAL     SALARIES 

% 

B 

573    -     TRAVELING    EXPENSES 

% 

406    -     DEPARTMENTAL    SUPPLIES 

410    -    UNSALEABLE    SUPPLIES    DISC. 

41  1     •     SAMPLE     SUPPL 1 ES 

559     .     PERSONAL     SERVfCES.     OTHER 

561     -     CONTRACTED    PROCESSING    EXPENSE 

571     •     MOVING    EXPENSES 

602     •     ACCIDENT    COMPENSATION 

642    •     MISCELLANEOUS 

FOR    SERVICE   MANAGER 

MONTHLY    SUMMARY 
OF    SERVICE    OPERATIONS 

SCRAP     SALES 

CENTS    DROPPED 

TOTAL     NON-VARIABLE     EXPENSE 

% 

SUPPLY     SALES     BONUS 

TOTAL    OPERATING   EXPENSE 

% 

MECHANICAL    WORK     ON     EQUIPMENT 

INVENTORY 

1 

1          1 

LABOR    COST                              %   TO    B 

REGIONAL    BUDGET 

SALARIES 

TRAVEL    EXPENSE 

TOTAL    NON -VARIABLE    EXP. 

TOTAL   OPERATING  EXP. 

BRANCH    TOTAL    EXPi 
POSITION    IN    REG 

.NSE 
ON 

EXP.    %  T 

0  REV 

ENUE    (A) 

% 

% 

% 

% 

1 
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EXHIBIT  3 


BRANCH  MECHANICAL  &  SUPPLIES   SALES   REPORT 

LOCATION  MO 


SERVICE    AGREEMENTS: 

MONTH 

YEAR    TO    DATE 

TOTAL   UNIT  CONTROL    FORM    1668C  END   OF  CURRENT  MONTH 

LESS:  TOTAL    UNIT  CONTROL    FORM   1668C  JANUARY   FIRST 

UNIT  NET   GAIN 

UNIT  NET  GAIN  QUOTA 

PER  CENT  OF   UNIT  NET   GAIN  OUOTA 

GUARANTY   EXPIRATIONS 

MONTH 

PERIOD     TO    DATE 

S.A.    ft  GUAR.     INSPECTION   OBLIGATION   AT   START   CURRENT    INSPECTION    PERIOD 

OBLIGATIONS   RETIRED  CURRENT   PERIOD 

OBLIGATIONS   MISSED   LAST   PERIOD 

TOTAL 

REVENUE : 

CURRENT    MONTH 

YEAR     TO     DATE 

ACTUAL 

QUOTA 

VARI ANCE 

%  TO 

OUOTA 

ACTUAL 

VARIANCE 

1     S.A.     EARNED     INCOME 

LESS:     REFUNDS    FOR 
2          INSPECTIONS   MISSED                                      i 

3    REPAIRS 

4    LESS:     ALL     GRATIS    REPAIRS 

S    MICROFILM    PROCESSING    SERVICE 

NET     MECHANICAL      REVENUE 

6    RIB80 

FOR     SERVICE    MANAGER 

MONTHLY 

SERVICE  A  SUPPLIES 
BY    PRODUCT 

7    CARBO 

B    PLAIN 

9    CARBO 

10    PLAIN 

11  FELT 

12  CUSHI 

13    HOOOS 

TOTAL 

14   MICROFILM    ACCESSORIES 

15    FILM 

16    PARTS 

MET     SUPPLIESl     SALES     iEFORE     DISC. 

LESS:     SUPPLIES    DISCOUNTS 

CENTS     OROPPEO 

TOTAL     NET    MECHANICAL 
AND     SUPPLIES     REVENUE 
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EXHIBIT  4 


BRANCH  SUMMARY   STATEMENT   AND  FACILITIES   REPORT 


LOCATION 


CURRENT    MONTH 


BUDGET 


VARIANCE 


DESCRIPTION 


BRANCH    SUMMARY 


IET    EQUIP.     ORDERS    ACCEPTED  ^^T 

<ET    MECH    ft    SUPPLY    REVENUE  |  |      B 


TOTAL 


BRANCH  EXPENSES 


EQUIP'T    MK"T6     -     NON. VARIABLE 


OPERATOR'S    SCHOOLS 


SERVICE     -     NON- 


FIELO    FACILITIES 


TOTAL    NON- VARIABLE      »C 


YEAR     TO     DATE 


SALES  ft  SUPERVISORY  COMMISSIONS 
SUPPLY  SALES  BONUS       


FACILITIES    EXPENSE       (850] 


101    OFFICE     SUPERVISORY    SALARIES 


103    CLERICAL    SALARIES    ft    WAGES 


134    OVERTIME    PREMI 


TOTAL 


405    JANITOR    &    WASHROOM     SUPPLSES 


444    HEAT. LIGHT    ft    JANITOR     SALARIES 


FOR    BRANCH    MANAGER 

MONTHLY 

BRANCH     SUMMARY  - 
VOLUME    &  COSTS 


TOTAL 


414   POSTAGE 


1 1     TRANSFO*  :*'  '. 


484    FIELO     TRANSPORTATION     EXPENSE 


443    TELEGRAPH    ft    TELEPHONE    EXP. 


406    DEPARTMENTAL    SUPPLIES 


409    PRINTING 


552    LEGAL    SERVICES 


559    PERSONAL    SERVICE    -     FILING    FEES 


559    PERSONAL     SERVICE 


571  MOVING  EXP. 


EMPL.  TRANSFERRED 


573  TRAVEL  EXPENSE  .  OFFICE 


634  DONATIONS 


642  MISCELLANEOUS 


CENTS  DROPPEO 


TOTAL 


TOTAL  FACILITIES  EXP  %C 


MOTIVATING    EXECUTIVE    ACTION    THROUGH    REPORTS 
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EXHIBIT  5 


REGIONAL  SUMMARY 


CURRENT    MONTH 

DESCRIPTION 

YEAR     TO    DATE 

ACTUAL                      BUDGET         |_  VARIANCE 

% 

ACTUAL 

VARIANCE 

CURRENT    UNFILLED    EOUIP'T    ORDERS 

— 

NET    EOUIPMENT    ORDERS    BILLED 

. — , 

OPERATING   PERFORMANCE: 

NET    EOUIPMENT    ORDERS    ACCEPTED             A 

NET    MECHANICAL    ft    SUPPLY    REVENUE         B 

TOTAL                                             C 

BRANCH    OPERATING     EXPENSE               % 

EQUIP'T    MK'TG    .     NON-VARIABLE                 A 

OPERATOR'S    SCHOOLS 

SERVICE    ■     NON-VARIABLE                                   B 

BRANCH     FACILITIES                                                     C 

TOTAL    NON- VARIABLE              C 

SALES    ft    SUPERVISORY    COMMISSIONS 

- — 

SUPPLY     SALES     BONUS 



TOTAL    BRANCH    EXPENSE 



REGIONAL     OPERATING     EXPENSE 

REGIONAL    HEADQUARTERS 

REGIONAL     FACILITIES 

TOTAL    REGIONAL    EXPENSE  c  | 

EXPENSE     SUMMARY 

NON-VARIABLE     EXPENSE 

VARIABLE     COMPENSATION 

TOTAL 

FOR    REGIONAL    MANAGER 

MONTHLY 

OVER -ALL    REGIONAL    SUMMARY 

VOLUME    *  COSTS 
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EXHIBIT  6 


REGIONAL  HEADQUARTERS  AMD  FACILITIES  EXPENSE 


CURRENT    MONTH 

!|         BUDGET         j[_     VARIANCE 


ACC'T  NO.       DESCRIPTION 


YEAR  TO  DATE 


REGIONAL    HEADQUARTERS    EXPENSE    (880) 

101     SUPERVISORY    SALARIES 

103    CLERICAL    SALARIES    ft    WAGES                                        ] 

106    SALES    REPRESENTATIVES 

107    SERVICE    REPRESENTATIVES 

134    OVERTIME    PREMIUM 

160   OTHER    SALARIES    ft    WAGES 

TOTAL    SALARIES                1                %C 

406    DEPARTMENTAL    SUPPLIES 

409    PRINTING 

410    UNSALEABLE    SUPPLIES    ■     DISC. 

554    BUSINESS    SHOWS 

559    PERSONAL    SERVICE     •    MEDICAL    EXAM. 



571    MOVING    EXPENSE     -     EMPL.     TRANS. 

57  3 

FOR    REGIONAL    MANAGER 

MONTHLY 

REGIONAL    HEADQUARTERS 

OFFICE   COSTS 

— f 

634 

635 
636 



-- , 

637 

642 





— 

- 

—  - 

I 
i 

CENTS    DROPPED 

1               ! 

1 

TOTAL    EXPENSE 

REGIONAL  FACILITIES  EXPENSE  (885) 


405    JANITOR    ft    WASHROOM    SUPPLIES 


444  HEAT. LIGHT  ft  JANITOR  SUPPLIES 


461    MOVING. REARRANGING   ft   MINOR    ALTER 


463  REPAIR  ft  MAINT. -MATERIAL  -  EQUIPMENT 


465    REPAIR    ft    MAINT.     .     F    ft    F 


841  RENT  •  BUILDINGS 


865    DEPRECIATION    -    F   ft    F 


666  AMORTIZATION  LEASEHOLD  ASSETS 


414    POSTAGE 


|l    TRANSPORTATION    •    MISC. 


484    FIELD    TRANSPORTATION    EXPENSE 


443    TELEGRAPH    ft    TELEPHONE    EXPENSE 


CENTS    DROPPED 


TOTAL    REGIONAL    FACILITIES    EXP. 


TOTAL    REGIONAL    FACILITIES 
I  ft   HEADQUARTERS    EXPENSE 
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Fred  F.  Hoyt,  who  received  his  degree  in  business 
administration  from  Olivet  College,  Michigan,  later 
did  graduate  work  at  Northwestern  University  and 
obtained  CPA  certiiicates  in  Illinois  and  Michigan. 
He  began  his  business  career  as  an  accountant  in 
1917,  later  filling  positions  as  corporation  comptroller 
and  financial  executive.  Mr.  Hoyt  joined  the  Carrier 
Corporation,  Syracuse,  New  York,  as  Comptroller  in 
1937  and  was  named  to  his  present  position  as  Vice 
President  in  1942;  from  1946  to  1950  he  also  served 
as  Treasurer,  and  in  1947  he  was  named  Chief  Fi- 
nancial Officer,  a  title  which  he  still  retains.  Mr. 
Hoyt  is  a  member  and  past  national  vice  president 
and  director  of  the  Controllers  Institute  of  America 
and  a  past  president  of  that  organization's  Syracuse 
group. 


II.  Carrier  Corporation 

Obtaining  Proper  Dissemination  of  Reports 

FRED   F.   HOYT 

Carrier  Corporation  is  the  world's  largest  manufacturer  and  distributor 
of  air-conditioning  equipment. 

If  a  concern  is  truly  engaged  in  the  air-conditioning  business,  it  is  also  en- 
gaged in  the  refrigeration  business  and  to  some  extent  in  the  heating  business. 
In  supplying  these  markets,  Carrier  makes  and  sells  approximately  40  basic 
product  lines,  including  several  thousand  products  which  differ  in  size  and 
other  important  characteristics. 

Within  the  United  States,  sales  in  the  larger  categories  are  made  directly 
to  customers.  Many  of  these  sales  require  extensive  engineering  service. 
Also,  they  entail  a  large  amount  of  construction  work,  which  is  done  at  times 
by  the  corporation's  own  construction  crews  and  at  other  times  by  subcontrac- 
tors. Installations  of  air-conditioning  and  refrigeration  systems  in  the  smaller 
capacities  are  generally  made  by  dealers.  Products  falling  in  the  appliance 
class  are  sold  through  a  nationwide  distributor-dealer  organization.  Some 
dealers  handle  both  installations  and  a  complete  line  of  appliances.  Some 
handle  one  or  the  other,  while  some  sell  only  a  limited  portion  of  the  total  ap- 
pliance line. 

Equipment  for  use  in  foreign  countries  is  marketed  through  a  separate 
organization  called  the  Carrier  International  Division.  Sales  for  use  aboard 
ships  are  handled  by  the  Marine  Department.  Still  another  portion  of  the 
business  consists  of  the  complete  design,  production,  and  sale  of  certain 
products  which  do  not  follow  normal  channels  of  distribution  but  instead  are 
sold  through  manufacturers'  agents  and  to  private-brand  customers.  This 
phase  of  the  activity  is  called  the  Allied  Products  Division. 

Operations  under  a  contract  to  manufacture  fin  coils  for  Aerofin  Corpora- 
tion are  accounted  for  as  a  separate  unit,  and  certain  other  special  ventures 
are  organized  independently  under  subsidiary  corporations.  Finally,  produc- 
tion under  several  large  extraneous  defense  contracts  is  conducted  as  a  self- 
contained  division. 

In  other  words,  there  are  combined  in  Carrier  highly  technical  sales  engi- 
neering, mass  appliance  distribution,  a  contracting  business,  several  specialized 
activities,  and  a  foreign  business.  The  long  list  of  products  includes  a  number 
which  are  sold  in  several  of  these  various  fields  of  endeavor. 

Simplifying  the  Communication  Process 

In  addition  to  being  tremendously  complicated  from  the  standpoint  of  both 
operations  and  organization,  Carrier  enjoys  no  great  proprietary  position. 
Therefore,  the  business  is  highly  competitive,  which  makes  mandatory  the 
close  control  of  all  phases  of  operations  through  a  comprehensive  system  of 
reports  to  management.  Particularly  worthy  of  emphasis  are  : 

[35] 
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1.  The  distribution  given  to  the  various  reports. 

2.  The  means  used  to  disseminate  the  information. 

3.  The  levels  of  management  to  which  various  types  of  reports  are  directed. 

One  problem  encountered  is  the  selection  of  a  proper  mailing  list  for  each 
report.  There  is  a  tendency  for  too  many  people  to  get  too  many  reports. 
This  is  both  expensive  and  confusing.  While  it  is  important  that  the  mailing 
list  for  a  particular  report  include  all  persons  who  are  charged  with  respon- 
sibility for  portions  of  the  operations  which  it  covers,  an  attempt  is  made  to 
avoid  sending  it  to  persons  who  have  no  primary  interest  in  the  contents.  Also, 
the  reports  are  prepared  in  such  a  way  that  sections  thereof  can  be  sent  sep- 
arately to  those  responsible  for  the  particular  operation  to  which  that  section 
of  the  report  pertains.  All  this  requires  frequent  checking  and  revision  of 
mailing  lists. 

Another  big  problem  is  that  of  getting  reports  read  and  understood.  There 
is  an  almost  continuous  program  of  review  and  revision  looking  toward  the 
simplest  possible  presentation  of  important  information.  Involved  reports  are 
"boiled  down"  for  the  busiest  executives.  These  summaries  point  out  the 
salient  facts  contained  in  specific  reports  so  that  the  recipient  does  not  have 
to  wade  through  a  mass  of  figures  in  order  to  find  out  what  a  report  is  trying 
to  tell  him. 

Experience  has  taught  us  that  management  people  are  literally  swamped 
with  documents,  reports,  letters,  bulletins,  and  articles.  The  mind  and  the  eye 
rebel  against  the  impossible  task  of  assimilating  so  much  material.  This  is 
particularly  true  of  a  huge  page  of  figures.  Where  it  is  necessary  to  present  a 
great  many  figures,  those  which  are  exceptional  should  be  so  marked  that  the 
eye  can  readily  seek  them  out.  It  is  better  to  use  charts  and  simple  tabulations 
which  are  presented  in  millions  of  dollars  if  possible  (or  at  least  by  dropping 
the  thousands)  or  in  which  percentages  of  variations  are  prominently  dis- 
played. 

Another  device  commonly  used  to  save  the  time  of  busy  executives  is  the 
practice  of  preparing  brief  summaries  of  certain  reports.  These  summaries 
set  forth  and  explain  any  unusual  situations  that  have  developed.  An  example 
is  shown  in  Exhibit  7.  This  weekly  activity  report  is  a  record  of  production, 
with  related  information  concerning  orders,  shipments,  and  inventory  position. 
The  accompanying  summary  deals  with  an  important  departure  from  plans 
which  was  revealed  by  the  report. 

Officers'  Group  and  Carrier  Cabinet 

In  order  to  explain  Carrier's  principal  methods  of  disseminating  informa- 
tion, it  is  first  necessary  to  describe  two  important  management  groups. 

The  first  of  these  is  the  Officers  Group.  A  vice  president  heads  each  major 
division,  including  engineering,  manufacturing,  financial,  personnel,  and  four 
sales  divisions.  These  vice  presidents,  together  with  the  president,  the  execu- 
tive vice  president  with  three  staff  assistants,  and  the  comptroller,  form  the 
Officers'  Group.  This  body  meets  regularly  each  week. 
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The  second  is  called  the  Carrier  Cabinet.  It  is  composed  of  the  same  top 
executives  together  with  all  persons  holding  important  supervisory  and  techni- 
cal positions.  At  present  its  membership  totals  approximately  175.  The  Cabi- 
net meets  regularly  each  month.  Twice  a  year,  all  supervisory  personnel 
attend.  This  group  is  called  the  Expanded  Cabinet.  At  the  last  such  meeting, 
approximately  900  employees  were  eligible  to  attend. 

The  Cabinet  is  a  very  important  part  of  Carrier's  management  and  control 
machinery.  Carrier  believes  in  wide  dissemination  of  information  among 
supervisory  and  professional  personnel.  The  meetings  are  on  an  informal 
basis,  and  all  members  are  invited  to  participate  in  question-and-answer 
sessions.  Any  member  may  interrupt  a  presentation  at  any  time  and  ask  for 
clarification. 

Over  the  years  during  which  this  program  has  been  in  effect,  Carrier  super- 
visors have  developed  a  feeling  of  being  part  of  management,  a  broader  sense 
of  responsibility,  and  an  understanding  of  and  respect  for  control  reports. 
As  a  result  of  what  they  hear  in  Cabinet  meetings  they  are  better  equipped  to 
deal  with  subordinates,  to  explain  the  importance  of  their  own  operations  in 
relation  to  the  business  of  the  corporation  as  a  whole.  Information  which  they 
receive  from  top  management  is  passed  on  down  the  line  in  a  controlled  flow 
of  information  to  employees  generally. 

One  of  the  great  advantages  of  the  program  is  that  it  provides  a  sort  of 
training  ground  for  potential  business  managers. 

Principal  Reports  Listed 

Carrier's  principal  reports  may  be  divided  into  the  following  groups : 

1.  Forecasts  and  budgets. 

2.  Periodic  reports  of  operations. 

3.  Reports  covering  specific  phases  of  operations. 

The  third  category  includes  literally  hundreds  of  reports  which  are  in  com- 
mon use  but  which  are  not  of  importance  to  this  discussion.  Hence,  except  for 
certain  reports  of  special  interest  to  management,  they  have  been  omitted  from 
the  following  list : 


CARRIER  CORPORATION 

A  List  of  Principal  Management  Reports 

1.  Long-range  forecasts 

a.  Sales  forecast,  by  divisions  and  by  products  (Exhibit  1) 

b.  Forecast  of  operating  results  (Exhibit  2) 

c.  Forecast  of  .financial  position  (Exhibit  3) 

2.  Annual  budget,  presented  in  the  form  of  a  profit  and  loss  statement  and 
balance  sheet  by  months,  supported  by  detailed  statements  of  sales,  costs, 
expenses,  and  planned  capital  expenditures 
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3.  Directors'  report,  a  monthly  commentary  report  on  operations  with  sup- 
porting balance  sheet,  profit  and  loss  statement,  and  surplus  statement 

4.  Other  monthly  operations  reports 

a.  Division  (Exhibit  4) 

b.  District  (Exhibit  5) 

c.  Product  profit  and  loss  statement  (Exhibit  6) 

d.  Comparison  of  job  costs  with  estimates 

e.  Reports  of  activities  by  division  heads 

5.  Special  reports  to  the  management  group 

a.  Covered  by  summaries 

i.  Weekly  activity  report  (Exhibit  7) 
ii.  Weekly  report  of  actual  progress  compared  to  planned  progress  in 

bringing  out  new  products 
Hi.  Monthly  expenses  as  compared  to  budget 
iv.  Analysis  of  inventory  position 

v.  Monthly  comparison  of  financial  position  with  forecast  (Exhibit  8) 
vi.  Monthly  report  of  status  of  receivables  (Exhibit  9) 
vii.  Reports  of  variations   from  standard  costs :  separate  reports  on 
material  variance,  labor  variance,  and  various  controllable  expenses 

b.  Received  "as  is" 

i.  Weekly  summary  of  field  reports  on  the  business  outlook* 

ii.  Weekly  report  of  orders  booked* 

Hi.  Weekly  report  of  shipments* 

iv.  Weekly  report  of  inventories* 

v.  Report  of  appropriations 

vi.  Daily  report  of  financial  position  (Exhibit  10) 

vii.  Report  of  total  employed  and  turnover 

viii.  Monthly  report  of  prospective  business 

Five-Year  Forecast 

The  starting  point  is  a  five-year  forecast.  This  includes  predictions  by  years 
of  sales  by  divisions  and  products ;  also  of  results  of  operations  and  balance 
sheet  position  (Exhibits  1-3). 

This  long-range  sales  forecast  is  distributed  in  its  entirety  to  all  those  who 
have  responsibilities  for  future  planning.  Parts  of  it  are  distributed  to  those 
responsible  for  accomplishments  in  limited  fields.  There  is  no  problem  in 
getting  this  information  read  since  most  of  those  who  receive  it  have  had  a 
hand  in  its  preparation. 

The  complete  set  of  forecasts  and  projections  is  distributed  to  all  members 
of  the  Officers'  Group.  In  fact,  the  members  of  this  group  in  charge  of  engi- 
neering, manufacturing,  sales,  and  finance,  together  with  the  comptroller  and 
executive  vice  president,  have  all  collaborated  in  final  approval  of  the  fore- 
casts and  projections  before  adoption  and  are  therefore  thoroughly  familiar 

*Reviewed  in  considerable  detail  at  regular  weekly  meetings  of  the  Officers'  Group. 
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with  them.  Until  changed  by  official  action,  these  documents  become  the  basis 
for  future  planning.  They  are  used  in  staff  meetings  and  consultations  among 
subordinate  personnel  in  the  various  divisions.  For  example,  in  laying  out  a 
new  assembly  line,  the  factory  engineers  know  what  production  volume  to 
plan  on  for  several  years  in  the  future;  or,  in  research  work,  a  project  engi- 
neer knows  what  volume  is  expected  in  that  area  and  can  relate  his  planned 
expenditures  to  it. 

These  forecasts  and  projections,  when  officially  adopted,  become  the  subject 
matter  at  the  next  Cabinet  meeting,  so  that  its  175  members  also  become 
familiar  with  the  goals  that  have  been  set. 

The  Annual  Budget 

Prior  to  the  beginning  of  each  fiscal  year,  the  annual  budget  is  prepared. 
This  forecast  is  worked  out  to  cover  all  details  of  the  business — sales,  orders, 
and  shipments  by  classes  of  business,  by  districts  and  branches,  and  on  down 
to  quotas  for  each  sales  representative  and  each  dealer.  These  figures  show 
quantities  and  dollar  amounts.  Next,  cost  of  sales  is  computed,  which  also 
produces  expected  margins.  The  cost  figures  are  broken  down  into  production 
volume,  material,  manpower  and  machine  time  requirements,  and  all  elements 
of  expense.  Operating  profits,  taxes,  and  net  earnings  are  computed.  All  this 
information  is  worked  out  month  by  month.  Finally  a  forecast  of  balance 
sheet  position  is  prepared,  also  by  months,  showing  cash,  receivables,  inven- 
tories, capital  expenditures,  expected  bank  borrowings  and  other  current  lia- 
bilities, and  net  working  capital  position. 

This  budget  is  approved  by  the  same  group  of  operating  heads  described 
previously  and  is  presented  to  the  Board  of  Directors  for  adoption.  Upon 
adoption  the  forecasts  become  the  sales  quotas,  the  production  schedules,  and 
blanket  appropriations  for  the  various  expenses  and  capital  outlays  involved. 

As  soon  as  the  budget  is  adopted,  it  is  presented  in  considerable  detail  at  the 
next  Cabinet  meeting.  Many  Cabinet  members  have  helped  in  the  preparation 
of  some  part  of  the  budget.  In  the  meeting,  they  have  an  opportunity  to  see 
the  budget  in  its  entirety  and  get  the  feel  of  the  relationship  of  their  indi- 
vidual responsibilities  to  the  over-all  task  that  has  been  laid  out.  The  impor- 
tance of  this  will  be  readily  apparent. 

The  Directors'  Report 

As  time  moves  along  in  the  period  covered  by  the  budget,  the  following 
monthly  reports  of  operations  are  compiled :  a  report  for  the  directors  of 
over-all  operations;  operations  by  divisions  and  by  sales  districts;  product 
profit  and  loss  statements ;  and  certain  specialized  reports  on  operations  of  the 
Allied  Products  Division  and  the  International  Division  (these  are  not  in- 
cluded in  the  list  on  pages  37  and  38  since  they  are  repetitious  of  material  ex- 
hibited in  other  reports).  All  the  foregoing  monthly  reports  contain  compari- 
sons between  actual  results  and  the  budget. 

The  directors'  report  contains  the  following  statements  : 
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•  Balance  sheet  showing  changes  during  the  month  and  the  past  12  months 

•  Surplus  statement  showing  changes  for  the  month  and  the  year  to  date 

•  Condensed  profit  and  loss  statement  for  the  month  and  year  to  date  with 
comparisons  to  the  budget  and  the  prior  year 

•  Summary  of  manufacturing  inventory  compared  to  the  budget,  showing 
additions  by  purchases,  direct  labor,  and  burden;  transfers  to  finished 
goods ;  and  miscellaneous  transactions 

•  Inventory  position,  with  changes  during  the  month  and  the  preceding 
12  months 

•  Summary  of  appropriations,  authorized  and  expended 

These  statements  are  accompanied  by  a  letter  of  comment  which  sets  forth 
the  variations  between  actual  and  budgeted  results,  with  explanations.  Com- 
ments follow  the  pattern  described  below  : 

•  Variations  in  volume  of  sales 
*     •  Variations  in  margins 

•  Principal  differences  between  actual  and  standard  costs 

•  Variations  in  expenses 

Attached  to  this  letter  are  summaries  as  follows  : 

•  Condensed  profit  and  loss  statement 

•  Summary  of  principal  balance  sheet  changes,  together  with  current  bor- 
rowings, investments  in  U.S.  Government  securities,  book  value  of  com- 
mon stock,  and  balance  sheet  ratios 

•  Orders  booked  and  backlog 

•  Sales  and  margins  by  classes  and  by  products 

•  Detail  of  variances  between  actual  and  standard  costs 

•  Principal  variations  in  expenses 

Copies  of  the  directors'  report  are  distributed  to  all  members  of  the  Officers' 
Group  and  the  Cabinet.  It  is  presented  in  detail  by  the  comptroller  at  the 
Cabinet  meeting  following  its  issuance.  Presentations  to  the  Cabinet,  particu- 
larly the  Expanded  Cabinet,  are  made  by  using  charts  and  graphs. 

All  Cabinet  members  are  at  liberty  to  ask  questions  or  engage  in  discussion. 
Frequently  the  report  is  challenged.  Over  a  period  of  time  these  sessions  have 
shown  us  wherein  the  report  contained  useless  information  or  insufficient  or 
unnecessarily  involved  explanations.  Whenever  the  report  reveals  adverse 
trends  or  conditions  in  some  particular  phase  of  the  business,  the  presentation 
is  broadened  to  include  an  explanation  by  representatives  of  the  particular 
division  at  interest,  together  with  their  plans  for  improvement.  Sometimes  the 
discussions  in  a  particular  meeting  bring  out  the  need  for  the  full  presentation 
of  a  particular  problem  at  a  subsequent  meeting. 

There  is  a  feeling  in  some  concerns  that  reports  on  operations  should  be 
limited  to  a  very  few  top  executives.  It  is  important  to  observe,  therefore,  that 
at  Carrier  a  detailed  report  of  operations — the  same  report  that  is  furnished 
to  the  Board  of  Directors— is  given  to  and  explained  to  175  persons  occupying 
key  positions. 
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Other  Monthly  and  Special  Reports 

In  addition  to  the  over-all  picture,  reports  are  prepared  on  segments  of 
operations  such  as  direct  sales,  dealer  sales,  etc.  Further,  as  has  been  stated, 
they  are  made  up  in  such  form  that  sections  thereof  can  be  distributed  to 
those  having  responsibilities  for  the  operations  covered.  For  example : 

•  The  head  of  the  direct  sales  division  receives  a  complete  report  on  direct 
sales  (Exhibit  4) 

•  The  manager  of  the  Dallas  district  is  furnished  with  a  report,  containing 
the  same  information  for  his  district  only  (Exhibit  5) 

•  The  construction  superintendent  in  the  Dallas  district  studies  a  report 
showing  how  actual  costs  compare  with  estimates  on  jobs  for  which  he  is 
responsible  (one  of  numerous  reports  showing  a  comparison  of  actual 
costs  with  estimates  and  prepared  for  separate  products,  construction 
jobs,  and  special  projects) 

Although  monthly  reports  ©n  operations  are  prepared  as  promptly  as  pos- 
sible, they  are  too  long  after  the  fact  to  be  as  effective  a  tool  as  management 
needs  in  order  to  spot  adverse  trends  promptly.  The  usual  financial  reports  are 
good  sources  of  information  after  events  have  progressed  sufficiently  to  be 
reflected  in  income,  costs,  expenses,  capital  expenditures,  or  other  balance 
sheet  items.  However,  other  important  events  are  constantly  taking  place,  the 
progress  of  which  is  not  disclosed  by  automatic  operation  of  the  accounting 
mechanism.  Many  of  these  events  are  disclosed  by  oral  reports  made  at  weekly 
meetings  of  the  Officers'  Group.  Once  reported,  matters  are  placed  on  a 
follow-up  list  and  brought  before  the  group  at  subsequent  meetings  until  con- 
cluded. 

In  addition,  each  principal  officer  renders  a  monthly  report  of  activities  of 
his  division  or  department.  These  reports  enable  the  president  to  keep  posted 
on  all  work  in  progress.  They  furnish  material  for  his  own  report  to  the 
Board  of  Directors.  They  also  have  the  advantage  of  providing  a  periodic 
urge  to  the  reporters  to  get  projects  off  the  pending  list  into  the  status  of 
completed  work. 

Another  important  Carrier  report,  falling  in  this  category  of  non-accounting 
documents,  is  the  report  of  progress  on  new  product  developments.  This  re- 
port lists  all  such  developments,  both  current  and  long-range.  It  provides, 
opposite  each,  spaces  for  entry  of  scheduled  dates  and  actual  dates  for  com- 
pletion of  all  important  steps.  For  example  : 

•  Preliminary  design 

•  Approval  by  the  New  Products  Committee  (a  committee  of  the  Officers' 
Group  which  considers  and  follows  new  product  programs) 

•  First  engineering  release 

•  Manufacturing  sample 

•  Field  test 

•  Final  approval  of  design 

•  Manufacturing  layout 

•  Final  engineering  release 
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•  Material  purchase  release 

•  Completion  of  tooling 

•  Trial  production  run 

•  Production  test 

•  Availability  for  shipment 

Copies  of  this  report  are  issued  periodically  and  distributed  to  the  heads 
of  all  operating  divisions.  A  summary  is  furnished  to  all  other  members  of 
the  Officers'  Group.  The  report  is  also  distributed  to  representatives,  whom 
we  call  product  managers,  charged  with  the  responsibility  of  riding  herd  on 
new  product  programs. 

These  product  managers  also  receive  copies  of  product  profit  and  loss 
statements  (Exhibit  6).  Their  duties  include  watching  results  by  product  lines 
as  compared  to  objectives  and  pressing  for  action  when  adverse  trends 
develop.  These  same  individuals  play  an  important  part  in  the  development  of 
sales  forecasts.  They  all  belong  to  the  Cabinet.  In  other  words,  they  are  at  all 
times  fully  informed  of  objectives  and  progress  not  only  in  their  appointed 
fields  but  also  for  the  business  as  a  whole. 

Discussion  Leads  to  Action 

The  Officers'  Group  meets  each  Monday.  The  session  starts  with  a  review 
of  general  business  conditions,  including  a  summary  of  weekly  field  reports. 
The  officers  then  read  together  the  weekly  reports  of  orders,  shipments,  in- 
ventory position,  and  production.  Any  adverse  trends  in  these  reports  call 
forth  discussion  and  lead  to  plans  for  corrective  action. 

Carrier  operates  a  standard  cost  system,  and  the  comments  which  form  a 
part  of  the  monthly  report  on  operations  set  forth  in  considerable  detail  the 
variations  between  actual  and  standard  costs.  However,  these  variations  first 
become  apparent  to  the  Officers'  Group,  or  at  least  some  members  of  it, 
through  weekly  reports  of  variations  in  cost  of  purchases,  labor  rates,  and 
labor  efficiency  and  in  the  various  classes  of  expenses  most  subject  to  variance 
from  standards,  such  as  repairs,  supplies,  and  indirect  labor.  Carrier  people 
have  learned  that  it  is  better  to  mention  important  trends  revealed  in  these 
weekly  reports  at  the  weekly  meetings  of  the  Officers'  Group  rather  than  have 
them  come  as  a  surprise  in  the  monthly  report.  In  fact,  the  chief  executive, 
having  already  seen  the  same  reports,  or  having  had  his  attention  called  to 
some  adverse  trend  revealed  by  the  reports,  will  make  certain  that  it  is  dis- 
cussed in  meeting  and  ask  for  an.  explanation.  If  the  responsible  official  is 
not  informed,  he  obtains  the  information  by  telephone  and  makes  a  report 
before  the  meeting  ends.  Copies  of  the  weekly  reports  have  already  been 
supplied  to  subordinates  with  primary  responsibility  for  such  operations,  and 
they  should  be  well  informed. 

The  merits  of  having  the  "doers"  in  an  organization  familiar  with  objec- 
tives, aware  of  results,  able  to  compare  results  with  objectives  and  be  guided 
in  their  everyday  work,  cannot  be  emphasized  too  strongly. 
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Five -Year  Sales  Forecast  ($000  Omitted] 
Fiscal  Years  1953-1957  Inclusive 


By  Divisions 

1953 

195^ 

1955 

I956 

1957 

Direct 

$1+0,  000 

$35,000 

$37,000 

$1+0,000 

$1+2,000 

Dealer 

38,000 

30,000 

35,ooo 

1+0,000 

1+7,000 

International 

7,000 

8,000 

9,000 

10,000 

12,000 

Marine 

5,000 

5,000 

4,000 

2,000 

2,000 

Allied  Products 

12,000 

ii+,ooo 

17,000 

21,000 

25,000 

Aerofin 

10,000 

9,000 

10,000 

11,000 

13,000 

Defense 

38,000 
150,000 

25,000 

10,000 

8,000 

5,000 

Total 

126,000 

122,000 

132,000 

11+6,000 

By  Products 

1953 

Quan .          Dollars 

I95ii 
Q.      i 

1955 
Q.       £ 

1956 

1957 

a-    i 

Product  Line  A 

%  HP 

20              $ 

2 

000 

3A  hp 

^5 

6 

750 

ETC. 

1  HP 

10 

2 

200 

Total  Product  A 

75              10,950 

ETC, 


(All  figures  are  fictitious) 
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CARRIER  CORPORATION 

Five-Year- Forecast  of  Financial  Position  (in  Millions  of  Dollars) 
Fiscal  Years  1953-1957  Inclusive 


ASSETS 


Current  Assets 


1953 


1954 


1955 


1956 


1957 


Cash  &  U.  S.  Govt.  Securities 

Receivables 

Inventories 

$14.3 

14.8 
15.6 

$15.1 

9.9 

15.2 

$16.6 
10.2 
15.8 

$12.0 
11.5 
17.5 

$11.2 
13.0 
19.2 

Total  Current  Assets 
Preferred  Stock  Retirement  Fund 

44.7 
.2 

40.2 
.2 

42.6 
.2 

41.0 
.2 

43.4 
.2 

Fixed  Assets 

Less  Reserves  for  Depreciation 

29.9 
9.4 

34.0 
11.5 

39.2 
14.0 

48.0 
16.5 

53.0 
19.5 

Net  Fixed  Assets 
Miscellaneous  Assets 

20.5 
3.4 

22.5 
3.4 

25.2 
2.2 

31.5 
2.5 

33.5 
3.0 

Total  Assets 

68.8 

66.3 

70.2 

75.2 

80.1 

LIABILITIES 

Current  Liabilities 

Bank  Loans 

Current  Payments  on  Funded  Debt 

Trade  Accounts  Payable  &  Accrued 

Expenses 
Provision  for  Taxes  (Funded) 
Reserves 
Customers'  Advances 

6.8 

3.8 
3.0 

5.3 

3.0 
1.2 

6.1 

3.5 
1.5 

7.0 

4.0 
2.0 

.6 
7.7 

4.0 
2.0 

Funded  Debt 

13.6 
12.5 

9.5 
12.5 

11.1 
12.5 

13.0 
-  12-I 

14.3 
11.9 

Capital  Stock  &  Surplus 

Preferred  Stock 
Common  Stock 
Capital  Surplus 
Earned  Surplus 

4.5 
10.4 

6.7 
21.1 

4.3 
10.4 

6.7 
22.9 

4.1 
10.4 

6.7 
25.4 

3.9 
10.4 

6.7 
28.7 

3.7 
10.4 

6.7 
33.1 

Total 

42.7 

44.3 

46.6 

49.7 

53.9 

Total  Liabilities 

68.8 

66.3 

70.2 

75.2 

80.1 

Net  Working  Capital 

(All  figures  are  fictitious) 


31.1 


30.7 


31.5 


28.0 


29.1 
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CARRIER  CORPORATION 

Comparison  of  Financial  Position  with  the  Forecast 

as  of  January  31,  1953 


Free  Cash  and  U.S.  Government  Securities  were  larger 
than  anticipated  by  $702,000.  This  was  the  result  of  a  drive 
to  collect  receivables,  which  were  $497,000  less  than  expected, 
and  lower  inventories,  which,  in  total,  ran  $241,000  behind  the 
forecast  position.  However,  there  were  variations  in  classes 
of  inventories  as  follows : 

Over  Forecast  Under  Forecast 

Manufacturing         $421,000 

Finished  Goods  $110,000 

Construction  Work 

in  Progress  160,000 

Defense  372,000 


Steps  are  being  taken  to  determine  all  the  facts  whict 
account  for  the  increase  in  manufacturing  inventory.   However, 
the  greater  part  is  explained  by  delays  in  the  Product  C  line . 


Net  working  capital  of  $30,571,000  was  only  $22,000 
in  excess  of  the  forecast. 


(All  figures  are  fictitious) 


EXHIBIT  8 
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CARRIER  CORPORATION 

Status  of  Domestic  Receivables  -  January  31>  1953 
($000  Omitted) 


1/31 

$  of 

12/31 

13L 

$  of 

Amount 

Total 

Amount 

Total 

Open  Accounts 

Current 

$  9.200 

92$ 

$  8,100 

83$ 

Past  Due 

30  to  90  Days 

500 

% 

1,000 

10$ 

90  to  180 

Days 

100 

1$ 

J+oo 

k$ 

Over  180  1 

3ays 

200 
$10,000 

2$ 

300 

$  9;Soo 

3$ 

Wholesale  Paper 

Past  Due 

Date  in  February 
March 
April 


$   — 

800 

1,200 

++,000 

$  6,000 


Advances 

XYZ  Corporation    $ 


50 


(All  figures  are  fictitious) 


500 

1,000 

2,500 

$  U,000 


$        50 


EXHIBIT  9 


52 


CARRIER   CORPORATION 


CARRIER  CORPORATION 

Daily  Financial  Report  as  of  Close  of  Business  1/20/53 
($000  Omitted) 

BANK  BALANCES 

BANK  LOANS 

U.S.  GOVERNMENT  SECURITIES 

Regular  Accounts 

V  Loan 

Others 

Acquired 

Due 

Description 

Amount 

sts 

1,592 

246 

10/52 

6/53 

Treas.  Ctf  B 

FTS 

412 

240 

17/8 

5,500 

MB 

465 

1,440 

MNY 

472 

1,200 

10/52 

12/53 

Treas. Notes  A 

CN 

451 

1,200 

2  1/8 

7,000 

ttC 

4o6 

1,200 

S             GT 

323 

TOTAL 

12.500 

BM 

267 

960 

ALLOCATION  OF  ABOVE 

FNC 

300 

1,200 

Tax  Reserve 

6,177 

HT 

310 

720 

Segregated  Funds 

100 

BA 

4oo 

480 

Free 

6.22^? 

MN 

350 

720 

TOTAL 

12.500 

TOG 

I? 

SHIPMENTS 

THIS  MONffi 

Misc. 

84 

Actual 

Budget 

TOTAL  REGULAR  ACCTS 

5,862 

9,600 

Direct 

821 

070 

Dealer 

1,202 

1,256 

SPECIAL  ACCOUNTS 

International 

322 

160 

j            Withholdine 

584 

A.P.D. 

479 

400 

Employees'   Bond  Pure 

h.    20 

Defense  Contract  1 

2,403 

2,784 

Customers*  Dep  Acct. 

1*0S0 

Defense  Contract  2 

1,303 

1,312 

TOTAL  ALL  BANKS 

7,536 

Other 

54 
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RECEIVABLES 

This  Month 

Forecast 

Previous  Balance 

21 r 106 

21.106 

Billings 

7r842 

5,000 

Collections 

7.02T 

7.500 

New  Balance 

^i9?5 

18.606 

FA^ABLES 

TOTAL 

6,584 

b,032 

Previous  Balance 

7,02b 

7,626 

REMARKS: 

Purchases -Factory  Inv. 

2,382 

2,000 

(All  figures  are 
fictitious) 

Other                                       "    " 

5,869 

5,200 

Payments 

6,769 

6,300 

New  Balance 

0.509 

7f926 

PAYROLLS 

Hourly 

1,157 

1,205 

Salary 

1,000 

1,000 

MISC.   CASE  TRANSACTIONS 

Received 

2,352 

2,250 

Disbursed 

2,780 

2,613 

TOTAL  CASH  TRANSACTIONS 

Previous  Balance 

0,212 

8,212 

Received 

9,375 

9,750 

Disbursed 

11,705 

11,110 

New  Balance 

5,002 

6,844 

CAPITAL  EXPENDITURES 

Prev.  Open  Approp. 

6,369 

6,369 

Additions 

Expended 

3,518 

4,072 

New  Balance 

2,851 

2,297 

FOREIGN  IN^/ECTMENTS 

Previous  Balance 

956 

Additions 

51 

Payments 

65 

New  Balance 

942 

EXHIBIT  10 


in 

Reporting 

in  a 

Control  Group 

Organization 


THE  AUTHOR 

After  receiving  his  BSME  degree  from  Purdue  Uni- 
versity, Thomas  J.  McGinnis  served  variously  as  de- 
sign and  test  engineer,  Norge  Division,  Borg  Warner 
Corporation;  design  engineer,  Link  Belt  Company; 
and  Major,  U.  S.  Army  Ordnance  Department,  in  the 
Chicago  Ordnance  District  (later  as  Assistant  Chief, 
Industrial  Division).  Mr.  McGinnis  began  his  associa- 
tion with  Koppers  Company,  Pittsburgh,  Pennsyl- 
vania, in  1946  as  organization  administrator  in  the 
Control  Section  and  afterwards  was  named  Assistant 
Manager  of  the  Control  Section.  Mr.  McGinnis  was 
appointed  to  his  present  position  as  Manager,  Con- 
trol Section,  in  1951.  He  is  the  author  of  "The  Control 
Section  as  an  Aid  to  Management." 


III.  Koppers  Company 

Reporting  in  a  Control  Group  Organization 

THOMAS  J.  McGINNIS 

Reporting  is  more  than  the  keeping  of  a  business  diary  which  merely 
records  for  posterity  the  historical  data  of  today.  Indeed,  it  is  Koppers' 
philosophy  that  reports  should  instead  be  looked  upon  as  management's  means 
of  measuring  the  effectiveness  of  all  its  other  means  of  control  and  of  doing 
something  about  the  future. 

Reports  are  fundamentally  a  means  of  determining  whether  or  not  the 
company  is  succeeding  and,  if  not,  why  not.  Consequently,  there  needs  to  be 
some  definition  of  what  constitutes  success.  This  is  a  basic  concept  on  which 
our  use  of  reports  is  founded,  for  in  Koppers  management  provides  itself 
with  a  clear  definition  of  its  goals  and  reports  evaluate  results  in  terms  of 
these  goals. 

The  Koppers  Program 

To  amplify  this  statement,  it  must  be  understood  that  Koppers  each  year 
draws  up  a  program  that  defines  in  considerable  detail  the  ambitions  and  goals 
of  the  company,  as  well  as  the  specific  results  which,  if  attained,  will  mean  the 
fulfillment  of  these  ambitions  and  goals.  The  program  is  a  carefully  con- 
structed plan  for  the  operation  of  the  company.  It  spells  out  the  various  new 
undertakings,  projects,  expansions,  and  improvements  which  we  will  pursue 
during  the  year.  It  states  the  advances  which  we  hope  to  make  in  the  fields 
of  research,  development,  transportation,  public  relations,  sales,  production, 
industrial  relations,  and  the  other  functions  which  are  the  responsibility  of  our 
staff  departments.  It  programs  in  detail  the  operations  of  our  divisions  in 
terms  of  their  production,  sales,  manufacturing  costs,  overhead  expenses,  and 
profits.  Within  these  divisions,  the  corresponding  data  for  individual  plants, 
groups  of  plants,  products,  and  sales  districts  are  projected. 

On  the  financial  side,  the  program  sets  forth  all  the  sources  and  require- 
ments of  cash  which  correspond  to  the  projected  operations.  The  elements  of 
working  capital  are  programmed  from  the  grass  roots  up,  resulting  in  the 
determination  of  the  amounts  that  will  be  required  for  inventories,  receivables, 
payables,  free  cash  balance,  payment  of  income  taxes,  and  other  current  items. 
A  detailed  schedule  for  the  year's  capital  expenditures  is  provided,  including 
a  schedule  of  new  appropriations  to  be  authorized.  If  new  financing  or  the 
retirement  of  debt  is  indicated,  the  program  is  specific  in  setting  forth  the 
nature  and  the  timing  of  such  transactions.  These  matters  are  summarized 
in  detailed  and  consolidated  balance  sheets  and  cash  statements. 

The  program  is,  in  other  words,  a  sort  of  progress  report  in  perspective. 
It  is  prepared  in  light  of  the  very  best  forecasts  of  the  general  economy  that 
are  available  to  us  and  is  an  expression  of  where  we  want  to  be,  and  should 
be,  at  the  end  of  each  month  of  the  coming  year.  If  we  are  able  to  control 
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each  of  the  multitudinous  factors  which  affect  over-all  performance,  we  should 
find  ourselves  just  where  we  wanted  to  be  at  month's  end,  and  when  the  year 
has  passed  we  shall  have  accomplished  the  things  we  started  out  to  do. 

It  can  be  seen  how  the  existence  of  Koppers'  program  influences  the  nature 
of  the  reporting  system  by  which  management  is  kept  aware  of  progress.  In 
the  first  place,  the  entire  emphasis  is  placed  upon  the  relationship  of  current 
operating  results  to  the  program,  thereby  focusing  attention  on  today's  prob- 
lems and  their  influence  on  tomorrow's  business.  The  time-honored  but  none- 
theless impractical  comparison  of  today's  results  with  those  of  last  month,  last 
year,  and  five  years  ago  is  eliminated  to  a  large  extent,  because  it  is  not  be- 
lieved that  looking  backward  contributes  very  much  to  moving  forward. 

Organization  of  the  Company 

Koppers  is  a  highly  diversified  company,  producing  a  wide  variety  of 
products  and  services,  mostly  for  use  by  other  industries.  Figure  1  shows  the 
over-all  organization  plan,  indicating  the  manner  in  which  the  operating 
portion  of  our  business  is  divided  into  six  operating  divisions.  Each  of  these 
is  an  integrated  unit,  producing  and  selling  its  own  products  or  services. 

The  divisions  differ  widely  in  terms  of  their  physical  and  geographical  char- 
acteristics. The  Engineering  and  Construction  Division  is  a  service  organiza- 
tion, a  designer  and  builder  of  coke  ovens,  steel  plants,  chemical  plants,  and 
other  industrial  installations ;  it  carries  out  its  engineering  work  in  Pittsburgh 
and  Chicago  and  its  construction  activities  at  many  locations  both  here  in  the 
United  States  and  abroad.  In  contrast,  the  Tar  Products  and  Wood  Preserv- 
ing Divisions,  which  are  product-manufacturing  businesses,  each  operate 
more  than  20  small  to  medium-sized  plants,  well  dispersed  over  the  country. 
The  Metal  Products  Division,  on  the  other  hand,  operates  only  two  plants, 
both  of  which  are  quite  large  and  are  located  in  Baltimore.  All  in  all,  Koppers 
has  55  plants  plus  a  large  number  of  sales  offices,  distribution  centers,  and 
construction  sites. 

Supporting  the  operating  divisions  and  the  company  in  general  are  the  staff 
departments,  each  of  which  operates  in  a  specific  functional  field,  providing 
assistance,  advice,  and  in  some  cases  operating  service  to  the  divisions.  They 
are  located  at  company  headquarters  in  Pittsburgh  but  are  responsible  for 
over-all  coordination  of  their  particular  function,  irrespective  of  where  or  by 
which  unit  it  is  performed. 

Note  that  the  Control  Section,  reporting  directly  to  the  President,  is  the 
only  unit  whose  title  does  not  give  an  immediate  clue  to  its  function  or  scope. 
Perhaps  this  is  significant,  for  in  reality  the  Control  Section  covers  all  func- 
tions and  its  scope  is  as  broad  as  the  company  itself.  It  is  a  management  con- 
trol group,  whose  purpose  is  to  establish  and  operate  the  broad  management 
controls  by  which  the  company's  top  management  can  direct  its  business.  The 
Control  Section's  duties  extend  into  the  fields  of  organization  planning,  pro- 
cedures and  methods,  and  a  wide  variety  of  special  studies  and  analyses  of 
company  affairs.  But  it  is  with  this  group's  work  on  reports  that  we  are  par- 
ticularly concerned  in  this  discussion. 
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The  Reporting  Activity 

It  is  the  Control  Section  that  designs,  coordinates,  and  produces  the  com- 
pany's program.  In  the  process  of  programming,  the  Control  Section  employs 
channels  of  communication  and  information  that  reach  directly  into  each  of 
the  divisions  and  staff  departments  and,  through  them,  indirectly  to  every 
operating  unit  and  location  of  the  company.  Through  these  channels  come  the 
plans,  forecasts,  standards,  and  goals,  which,  as  they  reach  the  Control  Sec- 
tion, are  analyzed  and  appraised  prior  to  being  accepted  for  consolidation  into 
the  final  program. 

It  is  the  Control  Section,  using  these  same  channels  of  communication  and 
information,  that  plans,  coordinates,  and  produces  Koppers'  Monthly  Progress 
Report.  This  is  generally  referred  to  as  the  report,  and  the  singular  connota- 
tion is  significant,  for  it  is  the  report  which  top  management  uses  to  inform 
itself  on  the  company's  progress  and  to  plan  management  action. 

The  Control  Section's  wide  scope  of  interest  and  broad  coverage  of  func- 
tions serve  it  well  in  carrying  out  the  reporting  activity.  This  is  so  because  the 
Progress  Report,  in  order  to  achieve  maximum  usefulness  to  management, 
must  be  completely  factual,  must  present  information  in  a  completely  im- 
partial and  analytical  manner,  and  must  be  objective  always  and  critical  where 
necessary.  Since  the  Control  Section  has  no  predominant  interest  in  any  one 
function  or  type  of  operation,  it  is  in  a  position  to  be  objective  about  all  phases 
of  the  business  and  to  coordinate  and  resolve  differing  points  of  view  held 
by  various  other  units  on  a  particular  subject. 

Collecting  the  Statistics 

Two  major  sources  of  information  are  used,  one  to  obtain  the  statistical 
data  and  the  other  to  obtain  the  explanatory,  narrative  material.  The  source 
of  the  statistical  data  is  largely  the  Finance  Department  and,  more  specifically, 
its  Treasury  and  Accounting  Section,  wherein  is  performed  the  actual  detail 
and  general  accounting  for  four  of  our  six  divisions.  The  other  two  divisions 
carry  on  their  accounting  on  a  completely  decentralized  basis,  in  finance  units 
which  are  an  integral  part  of  their  divisional  organizations.  In  the  case  of 
these  two  divisions,  the  statistical  data  come  directly  from  them. 

In  order  to  obtain  all  the  information  that  is  required,  to  obtain  it  in  the 
form  in  Which  it  is  most  useful,  and  to  facilitate  its  adaptation  to  the  finished 
report,  the  Control  Section  prepares  in  advance  the  forms  on  which  the  data 
will  be  supplied  to  it.  A  set  of  these  forms,  including  all  the  tabulations  re- 
quired to  present  the  monthly  results  of  a  particular  division,  is  furnished  to 
the  appropriate  accounting  group  shortly  in  advance  of  the  monthly  closing. 
On  these  tabulations  the  Control  Section  has  entered  the  data  representing  the 
programmed  performance  for  the  month  or  for  the  year  to  date  as  the  case 
may  be.  In  the  accounting  groups,  the  corresponding  actual  figures  are  entered 
on  these  work  sheets  as  the  various  accounts  are  closed,  the  percentage  of  the 
actual  to  the  program  is  calculated  and  entered,  and  the  completed  forms  are 
returned  to  the  Control  Section.  To  give  some  idea  of  the  size  of  this  job,  the 
number  of  such  work  sheets  sent  to  and  returned  by  the  accounting  units 


REPORTING    IN    A    CONTROL    GROUP    ORGANIZATION 


59 


PROGRESS  REPORT  WORKSHEET 


Table  T 


SUPPLIED  TO  ACCOUNTING  UNITS  BY  THE 
CONTROL  SECTION  WITH  PROGRAM 
DATA  ENTERED 


RELATIONSHIP  OF  OPERATING  EXPENSES 
TO  NET  SALES:  1953 


Item 

Thousand 
Dollars     y 

!      /Percen 
S       Net     A 

t  of 

ales 

Pro- 
gram 

Ap<- 
,,/ual 

Pro-/ 

Act- 
ual 

GROSS  SALES 

$110 

$ 

Shipping  &  Del. 

8 

Discounts 

2 

NET  SALES 

100 

100.  0 

100.  0 

OPERATING  EXPENSE 

90 

90.  0 

Cost  of  Sale  s 

60 

60.  0 

Raw  Materials 

40 

40.  0 

Controllable 

25 

25.  0 

Fixed 

5 

5.  0 

Inv.    Variation 

-10 

-10.  0 

Depreciation 

5 

5.  0 

Taxes  (ex.    inc.  ) 

3 

3.  0 

£ 

Selling 

5 

5.  0 

Administrative 

5 

5.  0 

Central  Staff 

5 

5.  0 

Res.    &  Devel. 

2 

2.  0 

Pensions 

3 

3.  0 

Other 

2 

2.  0 

OPERATING  PROFIT 

10 

10.  0 

y 

18 


(Justify  at  "9") 


ACCOUNTING  ENTERS  ACTUAL  DATA 

AND  RETURNS  TO  CONTROL 

SECTION 


FIGURE  2 
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averages  about  325  per  month.  Figure  2  is  an  example  of  a  typical  Progress 
Report  work  sheet. 

Narrative  Material 

The  sources  of  the  explanatory,  narrative  material  are  the  operating  divi- 
sions and  the  staff  departments.  Although  this  type  of  material  does  not  lend 
itself  to  the  use  of  prepared  forms  as  in  the  statistical  phase,  the  Control 
Section  has  established  with  the  divisions  and  departments,  as  a  result  of 
repetitive  and  constantly  improved  practice,  an  effective  and  well-understood 
method  of  covering  all  the  pertinent  phases  of  the  month's  operations. 

The  staff  departments  report  to  us  their  activities  of  the  month,  indicating 
the  progress  they  have  made  on  the  special  projects  in  which  they  are  en- 
gaged; they  also  submit  some  statistical  data  measuring  the  volume  of  the 
routine  service  work  they  perform,  as  well  as  general  comments  on  current 
developments  in  their  functional  fields.  To  the  extent  that  the  progress  of  these 
units  has  been  programmed,  their  actual  performance  is  measured  against  the 
program — for  example,  by  relating  the  actual  starting  and  completion  dates 
of  projects  to  those  programmed,  measuring  the  actual  against  the  pro- 
grammed cost  of  such  projects,  and  relating  the  results  to  those  that  were 
anticipated. 

From  the  headquarters  of  each  of  the  six  operating  divisions  we  obtain  a 
narrative  report  commenting  on  the  month's  business.  Since  virtually  every 
phase  of  the  division's  operation  has  been  programmed,  we  expect  to  receive 
the  appropriate  explanations  wherever  actual  performance  has  varied  signifi- 
cantly from  the  program.  Comments  deal  with  sales,  sales  prices,  market 
developments,  production,  production  difficulties,  production  costs,  overhead 
and  general  expenses,  profits,  investment,  the  elements  of  working  capital, 
capital  expenditures,  progress  on  new  projects,  new  orders,  backlog  of  orders, 
business  outlook,  and  such  other  subjects  as  are  applicable  to  the  individual 
division  reporting. 

The  Data  Analyzed 

With  these  channels  of  information  supplying  the  raw  material  for  a  por- 
trayal of  the  company's  progress,  the  Control  Section  goes  about  the  business 
of  producing  a  progress  report  which  will  show  this  progress — or  lack  of  it — 
in  as  complete  and  objective  a  manner  as  possible.  In  doing  so  we  are  pos- 
sessed by  the  curiosity  of  the  proverbial  cat  and  guided  by  the  determination 
that  the  finished  report  will  leave  no  room  for  an  unanswered  "why"  in  the 
minds  of  its  readers. 

The  information  received  from  the  operating  divisions  and  staff  depart- 
ments is  thoroughly  analyzed  and  related  to  the  statistical  data  which  it  is 
supposed  to  explain.  Because  it  is  simply  not  human  nature  for  an  operating 
or  staff  official  to  write  an  extensive  criticism  of  his  own  failures,  we  often 
must  amplify  these  reports,  adding  pertinent  comments  that  are  reflected  but 
unsaid  in  the  data.  Very  frequently  we  must  contact  units  to  request  more 
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information  on  matters  which  have  not  been  covered  in  the  reports,  or  on 
which  the  reports  were  inadequate. 

The  analysis  to  which  these  reports  are  subjected  is  extremely  thorough. 
Explanations  of  variations  from  programmed  performance  are  in  all  cases 
tested  against  the  statistical  facts,  very  often  with  the  result  that  some  factor 
other  than  the  one  explained  is  found  to  have  been  the  real  cause  of  especially 
good  or  bad  performance.  The  Control  Section  adds  its  own  observations  and 
comments  to  these  reports,  until  we  have,  to  the  best  of  our  ability,  answered 
each  "why"  that  might  arise  in  management's  mind. 

Every  phase  of  the  business  receives  comment  in  the  final  report.  Produc- 
tion efficiencies,  yields  from  raw  materials,  scrap  rates,  unit  manufacturing 
costs,  raw  materials  supply,  production  difficulties  and  bottlenecks,  mainte- 
nance and  repair,  usage  of  fuel  and  utilities,  and  many  other  down-to-earth 
matters  are  analyzed  and  then  portrayed  in  the  report  in  the  most  practical 
manner. 

Careful  Interpretation  Needed 

It  must  be  kept  in  mind  that  the  thoroughness  and  care  with  which  this 
report  is  compiled,  and  the  wide  scope  of  the  report  itself,  are  justified  not 
only  because  it  is  the  report  that  will  go  to  top  management  (including  the 
Board  of  Directors)  but  by  the  fact  that  it  is  the  only  report  this  level  of 
management  will  receive  and  therefore  serves  in  lieu  of  the  many  individual 
reports  which  are  common  in  some  companies. 

Our  objective  in  preparing  the  report  is  to  include  in  it  a  complete  interpre- 
tation of  the  monthly  results,  thereby  freeing  management  from  the  time- 
consuming  task  of  interpretation  and  allowing  its  full  concentration  on  neces- 
sary action.  The  complete  checking  and  cross-checking  of  data  results  in  the 
elimination  of  confusion  and  consequent  mistrust  in  the  minds  of  manage- 
ment, since  it  is  never  exposed  to  conflicting  information  on  a  particular  sub- 
ject— as  may  frequently  be  the  case  where  many  individual  reports  are  re- 
ceived from  different  sources.  It  also  eliminates  the  possibility  of  buck- 
passing,  since  the  spotlight  is  turned  on  the  true  source  of  trouble  as  the 
result  of  the  analyses  made  prior  to  using  the  data. 

The  work  of  analysis  and  editing  connected  with  this  report  is  performed 
by  men  who  know  the  company  well,  know  the  accounting  system  well,  have 
an  intimate  knowledge  of  how  the  program  was  prepared,  and  know  where 
and  how  to  look  for  the  real  truths  that  lie  in  the  statistics  and  other  informa- 
tion they  work  with. 

The  Finished  Report 

The  cover  of  the  Koppers  Monthly  Progress  Report  (see  Appendix) 
carries  the  notation  "Secret."  That  means  what  it  says,  for  the  report  contains 
complete  financial,  profit,  sales,  and  technical  information  and  therefore  is 
intended  for  use  only  by  authorized  members  of  management.  The  distribu- 
tion is  carefully  recorded  by  copy  number,  and  the  copies  are  recalled  and 
destroyed  when  they  have  served  their  purpose.  Consequently,  the  material 
shown  in  the  Appendix  has  had  the  significant  figures  and  statements  deleted 
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from  it.  It  is  highly  important  that  the  use  of  such  a  report,  in  whatever 
company,  be  governed  with  great  care. 

The  Monthly  Progess  Report  is  divided  into  four  main  sections.  Section  1 
covers  "Koppers  Company,  Inc.,  and  Subsidiaries" ;  in  other  words,  it  pro- 
vides a  consolidated  picture  of  the  over-all  company's  progress  and  results. 
The  Control  Section  prepares  this  part  of  the  report  by  summarizing  the  most 
important  factors  which  have  a  bearing  on  our  success  or  failure  to  attain 
our  over-all  goals.  Section  1  is  particularly  useful  to  our  Board  of  Directors, 
for  in  it  the  directors  can  find  the  over-all  picture  of  the  company's  progress 
and  status,  free  of  the  detail  with  which  this  level  of  management  is  not 
usually  concerned. 

Section  2  contains  six  individual  reports,  one  for  each  of  the  operating 
divisions.  These  are  the  end  product  of  the  statistical  and  narrative  informa- 
tion we  receive  from  our  correspondents,  augmented  and  purified  by  our  own 
efforts.  Section  3  contains  the  reports  of  our  staff  departments,  11  in  all, 
which  are  in  the  main  narrative  reports,  supported  by  charts  and  tables  where 
applicable.  Section  4  is  a  monthly  economic  review,  prepared  from  informa- 
tion submitted  by  the  Market  Research  and  Economics  Section  of  the  Staff 
Sales  Department,  in  which  the  nation's  economy,  its  trends,  and  the  effect  of 
these  trends  on  Koppers'  business  are  discussed.  It  is  the  report's  sole  de- 
parture from  actual  facts — our  own  private  "crystal  gazing"  in  print. 

From  month  to  month,  the  content  of  this  report  is  varied  as  necessary  in 
order  to  emphasize  certain  phases  of  operations  which  have  become  particu- 
larly important  or  critical.  Also,  in  selected  issues  we  include  as  a  fifth  section 
an  exhaustive  treatment  of  some  special  subject,  such  as  general  and  adminis- 
trative expense,  maintenance  and  repair  cost,  actual  versus  estimated  earnings 
from  new  capital  projects,  and  others. 

The  accompanying  outline  of  a  typical  Koppers  Monthly  Progress  Report, 
with  selected  excerpts  (Exhibits  1-8),  will  indicate  the  general  content  and 
the  manner  in  which  it  is  handled. 

Mechanics  of  Preparation 

The  report  has  a  pleasant,  finished  appearance.  The  narrative  is  blended 
with  the  appropriate  tables  and  charts,  so  as  to  present  in  one  general  area  all 
the  information  on  a  particular  subject.  We  find  that  some  people  like  to  read 
a  story  about  the  business,  some  prefer  tables  which  show  the  results,  and 
some  are  proponents  of  graphs  or  charts.  We  try  to  please  them  all  by  pro- 
viding enough  of  each.  Actually,  of  course,  each  form  supplements  the  others, 
with  the  text  providing  the  analysis  and  the  conclusions  that  a  chart  or  table 
cannot  alone  provide. 

The  typical  table  used  provides  a  column  for  the  program,  one  for  the 
corresponding  actual  figure,  and  one  for  the  percentage  of  the  actual  to  the 
program.  The  chart  shows  both  the  monthly  and  the  year-to-date  program  and 
actual  data  and,  as  a  slight  concession  to  comparison  with  past  history,  the 
actual  results  of  the  preceding  year.  Throughout  this  report,  dollar  amounts 
are  generally  shown  to  the  nearest  thousand  dollars. 


REPORTING   IN   A    CONTROL   GROUP   ORGANIZATION  63 

All  the  textual  and  tabular  material  is  typed  in  the  Control  Section,  using 
electric  typewriters  equipped  with  carbon  paper  ribbons  and  a  justifying 
attachment  which  permits  the  even  righthand  margin  and  the  two-column 
style.  A  draftsman,  also  a  member  of  the  Control  Section,  prepares  all  the 
charts,  which  are  used  over  again  each  month  by  merely  adding  the  current 
month's  bar  and  extending,  the  shaded  areas.  All  checking  and  proofreading 
are  done  in  the  Control  Section,  and  the  finished  work  is  reproduced  on  the 
company's  own  equipment  in  a  central  reproduction  service  unit  which  is 
administered  by  the  Staff  Finance  Department. 

Distribution  and  Use 

When  is  such  a  report  issued?  How  long  does  it  take  to  prepare  it?  How 
many  copies  are  issued  and  to  whom?  Finally,  how  is  the  report  used?  All 
these  points  are  important  to  a  discussion  of  the  Koppers  Monthly  Progress 
Report. 

This  finished  report  is  distributed  between  the  12th  and  the  20th  of  the 
month  following  the  month  being  reported.  The  exact  date  is  dependent  on  the 
dates  of  the  Operating  Committee  and  Board  of  Directors  meetings,  which 
vary  depending  on  the  calendar  (Figure  3). 

From  5  to  12  days  before  the  report  is  issued,  the  management  has  been 
advised  of  the  final  profit  for  the  month,  by  divisions  and  in  total.  This 
schedule  is  fairly  good,  considering  that  Koppers  must  draw  together  the 
results  at  55  different  plants  and  about  30  or  more  construction  sites.  Inci- 
dentally, our  monthly  closings  are  as, of  the  last  calendar  day  of  the  month. 
The  schedule  is  made  possible  by  a  well-documented  and  supervised  procedure 
for  transmitting  information  from  the  field  to  headquarters  and  thence  to  the 
Control  Section. 

About  160  copies  of  the  report  are  issued,  although  only  about  100  are  com- 
plete. The  rest  contain  only  certain  sections  and  go  to  lower  management 
levels  within  certain  divisions.  Each  member  of  the  Board  of  Directors  re- 
ceives a  complete  copy. 

At  the  monthly  meeting  of  the  Operating  Committee,  composed  of  all  six 
division  general  managers  and  the  managers  of  all  staff  departments,  this 
report  is  gone  over  in  great  detail.  The  President  of  Koppers,  who  also  is 
Chairman  of  the  Operating  Committee,  makes  full  use  of  this  report  as  a 
means  of  conducting  the  business.  He  has  read  every  word  in  it  prior  to  the 
meeting,  and  with  his  red  pencil  has  noted  the  matters  he  intends  to  emphasize. 
Here  in  this  committee  meeting  many  matters  of  policy  and  courses  of  action 
are  indicated  to  correct  the  weak  points  in  our  progress  and  in  general  to 
strengthen  the  company's  progress  toward  its  goals.  Following  the  meeting, 
the  Committee's  secretary  prepares  and  issues  minutes  which  remind  the 
members  of  these  decisions. 

This  Monthly  Progress  Report  has  been  well  received  and  put  to  good  use 
at  Koppers.  It  has  proved  to  be  an  excellent  means  of  taking  much  of  the 
bother  and  annoyance  out  of  the  reporting  job  and  providing  management 
with  the  kind  of  report  it  needs  and  wants. 
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Cover  of  the  Report 


KOPPERS    CO.,  INC.  8c    SUBS. 


EARNINGS  TO  COMMON  STOCK 

Earnings  per  share  of  common  stock 
exceeded  the  program  by  a  wide  margin  in 
November.  Although  profit  before  taxes 
was  substantially  below  program,  profit 
after  taxes  was  considerably  above.  This 
resulted  from  an  excess  profit  credit  of 
$  thousand  additional,  in  November, 
to  that  programmed.  In  addition,  tax 
adjustments  applicable  to  Chilean  income 
amounted  to  a  reduction  in  taxable  income 
of  $>  thousand.  These  factors  tended 
to  reduce  the  tax  for  the  month;  however, 
an  additional  amount  $  thousand  over 
program  was  provided  in  the  reserve  for 
tax  contingencies,  as  was  also  done  last 
month,  and  partly  offsets  these  reductions. 
For  the  year  to  date,  earnings  to  common 
are  above  those  programmed  by  per  share 
outstanding . 

SAIES 

Company  sales  dropped  approximately 

percent  from  the  previous  month  but  were, 

nevertheless,  $    million  in  excess  of  the 
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KOPPERS    CO.,  INC.  8c    SUBS. 


the  first  part  of  the  month,  lower  yields 
and  a  greater  proportion  of  furnace  coke 
shipments  than  anticipated.  The  loss 
programmed  for  Brooklyn  was  reduced  to  $ 
thousand  in  spite  of  the  change  in  opera- 
tions at  this  plant  since  the  original 
program  was  prepared. 

The  Tar  Products  Division  incurred  a 
net  loss  during  the  month  whereas  a  sizable 
profit  had  been  programmed.  Settlement 
of  the  use  and  occupancy  insurance  claim  in 
connection  with  the  Foilansbee  naphthalene 
still  fire   contributed  $  thousand  to 

the  month's  income.  Low  sales  volume  was 
the  main  reason  for  the  division's  loss. 
All  plant  groups,  except  Brokered,  were 
below  program. 

INVESTMENT 


CHART  -  K3 


MILLION 


PROPERTY    ADDITIONS 
CUMULATIVE 

AUTHORIZATIONS 


PROGRAM 

ACTUAL 

_L- 

Common  stockholders'  equity  in  the 
company  was  $  at  November  30,  an 
increase  of  $  during  the  month,  and 
$     over  program. 


Table  K8 

II! VESTMENT  (COMMON  STOCK  AND  SURPLUS) 
NOVEMBER  30,  1952 

(in  thousands  of  dollars) 


Item 


TOTAL 

NET  PROPERTY 

WORKING  CAPITAL 
Cash 

U.  S.  Gov'ts 
Receivables 
Inventories 
Prepaid  Items 
Less:  Cur.   Liab. 

INVESTMENTS 

OTHER  ASSETS 

LESS:     DEBT 

PREF.  STOCK 
RESERVES 


Program 


Actual 


$  of 
Program 


EXPENDITURES 

' 

I i 

I 1 u 

_J_ 

UNEXPENDED  BALANCE 
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Table  Kk 

PROFIT  DURING  NOVEMBER  1952 
(In  thousands   of  dollars  ) 

Item 

Program 

Actual 

Amount 

Percent 

of 
Program 

DIVISION  PROFITS 

$ 

$ 

Engr.  &  Constr. 
Tar  Products 
Chemical 
Gas  &  Coke 
Wood  Preserving 
Metal  Products 

KOPPERS  GEN'L  EXP. 
TOTAL  INCOME 
INT.  &  AMORT.  CHGS. 
PROFIT  BEFORE  TAXES 
INCOME  TAX  ACCRUAL 
PROFIT  AFTER  TAXES 
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OPERATING  PROFIT 
AS   PERCENT  OF  NET  SALES 
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N0VEMBER-I952 
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USE 


NET  INCOME 


-PAYABLES 
.INCREASE 


Mother  assets.^ 


CASH 
GAIN 


ASSETS^ 


CAPITAL     , 
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Table  K15 

CENTRAL  STAFF  AND  OFFICE  MANAGEMENT  EXPENSE 
BY  DEPARTMENT 


(In  thousands 

of  dolla 

rs) 

November  1952 

Jan  -  Nov 

Percent 
Change 

1952 

Depart- 

Pro- 

Act- 

from 

Pro- 

Act- 

ment 

gram 

ual 

Oct 

gram 

ual 

TOTAL 

I 

$ 

$ 

$ 

EXECUTIVE 

FINANCE 

LAW 

SALES 

PRODUCTION 

IND  .RELATIONS 

TRAF.&  TRANS. 

PROCUREMENT 

PUBLIC  REL. 

CONTROL 

WASH .OFFICE 

OFFICE  M3MT.* 

*  Excludes  billings  to  Central  Staff  units. 
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CONTRACT    COSTINGS  Table  ** 


THOUSAND 


NET  SAIES  VI   GROUP  -  NOVEMBER  1932 
(In  thousands  of  dollars 


Plant 
Group 


TOTAL 
TAR  PLANTS 
COATING  PLANES 
MEADOWS  PLANT 


CONTRACT  COATINGS 
L        ELMNATICNS 


J      FMAMJ      J      ASOND 


Actual 


Progras 
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TAR   PLANTS 
TAR  COST  AND  AVERAGE  SALES  PRICE 
OF  TAR  AND  TAR  DERIVATIVES 


CENTS 
PER    GAL 
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1952 
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Table  T8 

RELATIONSHIP  OF  OPERATING  EXPENSES 
TO  NET  SALES  -  NOVEMBER   1952 


Item 


NET  SALES 

OPERATING  EXP. 

Cost  of  Sales 
Raw  Materials 
Contr. PI .Costs 
Fixed  Expense 
Inventory  Var. 

Depreciation 

Taxes  (Excl.Inc.) 

Selling  Expense 

Gen' 1.&' Admin. 

Central  Staff 

Research  &  Devel, 

Pension 

Other 

OPERATING  PROFIT 


Thousand 
Dollars 


Pro- 
gram 


Act- 
ual 


Percent  of 
Net  Sales 


Pro- 
gram 


Act- 
ual 


CHART- TS 


OVERHEAD  EXPENSE 


THOUSAND 


JJASONDJFMAMJJA80ND 

1951  1952 

*  DEVELOPMENT,  PENSIONS  A  OTHER. 


Table  Til 

DIRECT  PRODUCTION  EXPENSE  OF  PLANTS 
HAVING  VARIANCES  OF  10  PERCENT  OR  MORE 
OCTOBER  1952 


(In  thousands  of 

dollars) 

!      October 
1952 
Expense 

Var- 
iance 

Actual 

as  <f>  of 

Std. 

Oct 

Jan- 
Oct 

Plant 

Std. 

Actual 

TOT. (ALL  FLTo.) 

TAR  PLANTS 
Berkshire 
St. Paul 
Everett 
Yferren 
Utica 
Youngstovn 

COATING  PLANTS 

* 

$ 

$ 

Garwood 
Houston 
Follansbee 
Port  Arthur 
Illinois  Ave. 

EXHIBIT  6 
Typical  Tables  and  Charts,  Section  2 


FINANCE  ADMINISTRATION  SECTION 

During  the  month  $  million  par  value 
of  U.  S.  Treasury  Bills  matured  and  the 
proceeds  were  reinvested  in  new  Bills .  An 
additional  $  million  par  value  91-day 
Bills  were  purchased  so  that  at  November  30 
a  total  of  $  million  par  value  of  these 
Bills  were  held,  of  which  $  million  will 
mature  in  December,  The  program  for 
November  30  calls  for  $  million  of  Bills 
to  be  held  in  order  to  cover  the  programmed 
tax  accrual  at  that  date;  however  the  tax 
accrual  is  more  than  $  million  "below 
program.  The  most  recent  purchase  was  made 
on  the  basis  of  .a  I087  yield,  very  close  to*- 
the  highest  rate  the  company  has  obtained. 

Pursuant  to  arrangements  made  by  the 
Law  Department  with  the  Securities  and 
Exchange  Commission,  an  order  was  placed 
with  a  Pittsburgh  brokerage  firm  for  the 
sale  of  shares  of   common  stock  of 

Of  this 
amount,  shares   had  been   sold  at 

November  30  at  prices  of          and 
The  proceeds  from  this  portion  *ere  approxi- 
mately $      thousand.     The  book  value  of  the 
shares   is   $       thousand   (  per 

share)   and  the   tax  base   is  about   $ 
thousand  (  per  share) .     The  complete 

sale  of  these  shares  will  be  sufficient  to 
offset   the   estimated  $  thousand  of 

capital  gains  for  and  to  provide  a 

margin  of  about  $  thousand  of  tax  loss 
for  unforeseen  further  capital  gains . 
Since  the  book  value  of  this  stock  was 
written  down  to  per  share  in 

this  sale  will  provide  an  estimated  book 
gain  of  about  $       thousand. 

A  rather  comprehensive  credit  report 
was  prepared  on 

the  major  steel  company  in  ,  which  has 

asked  Kbppers  through  Freyn  to  assist  it  in 
financing  the  purchase  of  certain  blast 
furnace  equipment.     A  report  on  the  subject 
was  forwarded  to  Freyn  for  discussion 
purposes. 

The  1953  Program  of  Koppers  General 
was  consolidated  with  the  operating  divi- 
sions  and  turned  over  to  the  Control 
Section   for  printing. 


REAL  ESTATE  SECTION 

The  Chicago  sales  office  lease  in  the 
expires  May  1,   1953- 
The  management  of  the  building  requests  an 
increase  of        percent  in  rent  (from  $ 
per  year  to  $  per  year)   on  a  three 

year  renewal  with  a  two  year  option  basis . 

A  study  of  the  entire  Freyn  Engineering 
Department  office  rental  situation  in  the 

(  square  feet)  and 

(25,355  square  feet)  Buildings  was  made. 
The  rental  agent  of  the  Building 

had  suggested  an  increase  from  $  per 

sq.  ft.,  the  average  rental  for  the  entire 
space  occupied  in  that  building,  to  $ 
per  sq.  ft.  per  floor  for  the  three  floors 
proposed  to  be  leased  under  present  plans. 
After  further  negotiations  this  was  reduced 
to  $  per   sq.   ft.    or  a  total  of  $ 

thousand  per  floor  for  the  three  floors 
proposed  to  be  leased  for  three  years  with 
option  for  two  more  years,  from  September 
30,  1953  (lease  expiration  date).  As  for 
the  Building,  the   space  averages 

$  per  sq.  ft.,  but  Koppers  will  probably 
relinquish  all  this  space.  If  present  plans 
materialize,  the  overall  result  would  be  a 
reduction  in  rent  of  about  $  thousand, 
based  on  total  rental  of  $  per  square 

foot. 

The  conveyancing  papers  covering  the 
sale  of  part  of  the  Clifton  Yard  idle  real 
estate  were  approved  and  arrangements  have 
been  made  by  the  Law  Department  for  the 
consummation  of  this  transaction  prior  to 
the  end  of  the  year.  Arrangements  were  made 
to  sell  under  option  three  acres  of  the 
company's  undeveloped  land  at  the 

to  Corporation  for 

a  consideration  of  $  thousand,  consider- 
ably in  excess  of  the  book  value  of  this 
property .      The 

will  take  over  one  of  the  piston  ring  lease- 
holds in  San  Francisco,  releasing  Koppers 
from  any  obligation  thereunder  „  A  further 
study  was  made  of  the  Independence  County, 
Arkansas  idle  real  estate  and  a  revised 
list  with  location,  acreage  and  sales  price 
was  submitted  to  Koppers'  real  estate 
representative  at  Batesville,  Arkansas  to 
develop  prospects  for   the    sale   of   this 


EXHIBIT  7 
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ECONOMICS 


GENERAL 

There  has  been  no  change  in  the 
business  picture  over  the  past  month. 
Industrial  activity  continues  at  peak  rates 
and  the  demand  for  steel  and  other  basic 
materials  remains  high.  Retail  trade  has 
not  picked  up  as  much  as  hoped  for  but 
Christmas  buying  is  barely  underway  and  it 
may  yet  reach  the  record  levels  anticipated 
earlier. 

While  the  immediate  business  picture 
is  excellent,  a  downturn  still  appears 
inevitable  after  years  of  over-stimulation 
to  the  economy .  No  severe  depression  is 
foreseen,  for  it  would  require  only  a  modest 
recession  to  provide  the  overdue  correction 
to  our  business  system* 

The  economy  as  a  whole  is  basically 
strong.  A  growing  population  needs  more 
and  more  goods.  Geographical  shifts  in 
population  multiply  the  demand  for  many 
kinds  of  goods  and  services  even  beyond 
that  which  a  rising  population  alone  would 
exert-  There  is  no  evidence  that  these 
trends  will  halto  In  addition,  the  standard 
of  living  is  rising  and  will  continue  to 
rise.  Per  capita  income  available  for 
spending  has  increased  faster  than  the  cost 
of  living,  and  people  generally  have  been 
taking  advantage  of  their  increased  leisure 
time  and  improved  incomes  to  enjoy  the 
better  living  conditions  open  to  them. 
The  banking  system  is  sound.  Our  natural 
resources  are  large,  our  inventive  genius 
is  active,  and  our  initiative  is  still  alive. 

These  factors  cannot  prevent  cyclical 
changes  in  the  level  of  business  but  they 
give  premise  of  a  dynamic  future  and  provide 
a  cushion  against  a  severe  readjustment. 
In  addition  to  these,  there  are  a  number  of 
more  specific  cushions  that  will  operate 
to  prevent  a  spiral  of  deflation  of  the 
sort   that   cumulates  as   it  progresses; 

1.  Even  though  military  expenditures  will 
shortly  flatten  out  and  then  decline  some- 
what, a  minimum  estimated  at  $30  billion 
annually  for  national  security  will  probably 
be  maintained  indefinitely.  This  contri- 
butes  to  the   demand  for  goods   and  con- 


stitutes a  stabilizing  influence  never 
previously  experienced. 

2.  Business  and  individuals  have  strong 
financial  positions  generally.  Even  though 
corporate  and  personal  indebtedness  seems 
high,  working  capital  positions  are  comfort- 
able, farm  debt  is  small,  and  individuals' 
savings  are  very  large. 

3«  Deposit  insurance  should  prevent  any 
fears  for  the  safety  of  depositors'  money, 
The  banking  system  is  strong  and  liquid, 
with  little  apparent  danger  of  trouble . 

k.  Wage  rates  are  likely  to  be  relatively 
steady,  creating  the  incentive  for  labor 
saving  and  cost  reducing  devices. 

3>.  Unemployment  is  unlikely  to  be  severe. 
The  labor  force  now  includes  a  growing 
proportion  of  older  workers  who  would  first 
be  retired 

6.  Unemployment  insurance  offers  a  means 
of  income  and  a  sense  of  greater  security 
for   those  who  may  lose  their  jobs. 

7.  Social  security  programs  will  similarly 
provide  a  steady  amount  of  funds  to  eligible 
persons v  adding  thereby  a  further  degree 
of   stability  to  national  income. 

8.  The  farm  price  support  program  will 
prevent  crop  prices  from  collapsing  and 
will  help  to  maintain  farm  income.  Severe 
liquidation  of  farm  commodities  or  real 
estate  will  not  be  forced., 

These  are  all  elements  of  strength 
that  should  provide  a  floor  to  any  dip 
in  business  activity  at  levels  not  too  far 
down.  Even  though  they  cannot  completely 
prevent  a  correction,  they  can  help  to 
eliminate  the  unwarranted  pessimism  that 
can  make  recovery  mora  difficult.  Many  of 
these  cushions  involve  government  expendi- 
tures and  because  of  their  size,  it  will  be 
difficult  to  reduce  the  federal  budget 
enough  to  provide  for  extensive  tax  reduc- 
tion-, The  twin  objectives  of  national 
security  and  prosperity  are  not  entirely 
consistent  with  the  urge  toward  lower 
federal  budgets  and  tax  relief,  except  on  a 
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IV 
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IV.  Thompson  Products,  Inc. 

Using  Charts  to  Present  Financial  Data 

ERNEST  C.   BRELSFORD 

The  use  of  charts  at  top  levels  in  a  company  adds  a  measure  of  life  and 
meaning  to  basic  company  figures  which  reports  alone — no  matter  how 
well  designed — can  never  do. 

At  the  same  time,  let  it  be  said  at  the  outset  that  charts  are  a  means  to  an 
end — not  an  end  in  themselves.  At  Thompson  Products,  Inc.,  the  use  of  charts 
has  developed  as  merely  one  phase  of  our  program  of  financial  planning  and 
control. 

We  are  manufacturers  of  automotive  and  aircraft  parts,  our  principal  cus- 
tomers being  the  major  automotive  companies  and  aircraft  engine  manufac- 
turers. Our  sales  last  year  amounted  to  $275  million.  We  have  25,000  em- 
ployees at  plants  located  in  Cleveland,  Detroit,  and  eight  other  cities.  We 
operate  on  a  decentralized  basis;  that  is,  we  have  a  relatively  small  central 
staff  and  some  17  operating  divisions.  The  staff  formulates  over-all  company 
policies,  plans,  and  procedures.  Subject  to  these,  our  division  managers  are 
fully  responsible  for  the  operation  of  their  respective  divisions.  We  lay  great 
stress  on  the  establishment  of  annual  goals  for  all  divisions  and  the  ability  of 
our  division  managers  to  meet  these  goals. 

Our  program  of  financial  planning  and  control  is  based  on  two  very  simple 
principles : 

1.  Establishment  of  predetermined  bench  marks,  or  standards,  and  the  use 
of  these  to  measure  performance.  This  is  essentially  financial  control. 

2.  The  desirability  of  planning  ahead  in  contrast  to  taking  things  as  they 
come.  This  is  essentially  financial  planning. 

Together,  financial  control  and  financial  planning  make  up  a  program  de- 
signed to  insure  corporate  good  health  and  financial  well-being. 

Applying  the  Principles 

These,  then,  are  the  principles.  To  put  them  into  action,  we  have  two  pri- 
mary tools  at  our  disposal : 

1.  For  financial  control,  our  principal  tool  is  budgeting. 

2.  For  financial  planning,  our  principal  tool  is  forecasting. 

The  terms  "budgeting"  and  "forecasting"  are  often  confused.  To  draw  a 
sharp  distinction  between  them,  "budgeting"  is  essentially  the  establishment 
of  predetermined  yardsticks,  or  targets,  which  are  agreed  upon  as  a  measure 
of  top  performance  in  the  expenditure  or  use  of  time,  effort,  materials,  or 
money  and  the  measurement  of  subsequent  performance  against  these  yard- 
sticks. "Forecasting,"  on  the  other  hand,  involves  the  preparation  of  a  pro- 
jection or  plan  of  expected  operations  during  some  particular  period  or 
periods.  Each  has  its  place,  and  each  is  important.  Budgets  tell  us  what  we 
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should  do  and,  again,  are  used  chiefly  for  control ;  forecasts  tell  us  what  we 
plan  or  expect  to  do  during  some  particular  period  and  are  used  for  planning. 

These  principles  are  quite  simple.  If  we  made  a  single  product  in  one  small 
plant,  no  doubt  we'd  find  them  equally  simple  to  apply. 

But  this  isn't  usually  true.  Our  products  grow.  Our  plants  expand.  Our 
reports  get  more  elaborate,  until  our  managements  all  too  often  find  them- 
selves literally  "lost  in  a  sea  of  figures." 

Presenting  the  Facts 

Our  problem,  therefore,  goes  beyond  merely  providing  the  right  kind  of 
planning  and  control  program.  We  must  also  contrive  some  way  of  getting  its 
story  across  to  management.  This  suggests  a  third  element  of  our  program — 
how  to  get  it  across. 

Thompson's  answer  to  this  problem  is  built  largely  around  a  series  of  man- 
agement control  charts. 

It  is,  of  course,  possible  to  emphasize  charts  without  belittling  reports  as 
such.  Reports  provide  the  facts  from  which  the  charts  are  constructed.  They 
also  supply  explanations  and  supporting  data.  Use  of  the  charts  would  be 
seriously  weakened  without  a  good  supporting  system  of  reports. 

Thompson's  management  control  charts  present  the  key  figures  on  our 
company-wide  and  divisional  operations  and  financial  position.  They  are  used 
at  our  regular  monthly  management  meetings  and  form  the  backbone  of  our 
program  for  keeping  management  currently  informed  on  these  matters.  We 
make  a  similar  presentation  to  our  directors. 

Our  management  personnel  all  like  this  approach.  They  see  the  key  figures 
quickly  and  without  confusion.  They  see  them  in  relation  to  background  and 
trend.  They  see  them  in  relation  to  our  forecast  pattern  over  the  months  ahead. 
We  are  convinced  that  such  a  program  offers  the  best  possible  way  to  get  the 
financial  story  across  to  top  management. 

FINANCIAL   CONTROL 

Let  us  look  at  the  first  part  of  the  program — good  financial  control.  To 
begin  with,  we  don't  need  a  great  number  of  controls  in  order  to  do  a  good 
job.  We  at  Thompson  have  learned  from  experience  that,  if  we  control  effec- 
tively just  a  few  key  items,  our  over-all  results  will  be  good.  If  we're  careless 
about  these,  our  over-all  results  will  be  bad. 

Now,  what  are  these  few  items  ? 

At  the  very  heart  of  any  financial  control  program  lies  the  understanding 
and  control  of  working  capital.  We  are  all  generally  familiar  with  the  term 
"working  capital,"  but  because  of  its  importance  let  us  review  for  a  moment 
a  few  elementary  facts  about  its  significance. 

A  Simple  Explanation 

To  run  a  business,  we  need  money  for  two  general  purposes.  One  is  to  pro- 
vide a  plant,  machinery,  and  equipment.  The  second  is  to  provide  a  fund  for 


USING    CHARTS    TO    PRESENT    FINANCIAL   DATA 


87 


the  purchase  of  material  and  for  the  payment  of  payrolls  and  other  day-to-day 
bills.  This  fund  is  called  "working  capital." 

We  can  illustrate  this  twofold  division  of  the  stockholder's  investment  quite 
simply  by  referring  to  Figure  1,  showing  the  original  investment  in  the  ABC 
Manufacturing  Company.  Here  is  a  newly  formed  business  whose  stock- 
holders have  invested  $2,000  in  it  ($000  omitted).  At  the  outset  this  is  all  in 
the  form  of  cash,  and  at  this  point  all  of  it  represents  potential  working 
capital.  In  other  words,  it  is  in  liquid,  or  working,  form.  Figure  1  is,  in  effect, 
a  simple  balance  sheet;  i.e.,  assets  ($2,000)  equal  liabilities  ($2,000). 

However,  to  go  into  business,  we  shall  need  a  plant  and  some  machinery. 
If  we  spend  half  of  our  $2,000  for  plant  and  machinery,  we  reduce  our  avail- 
able working  capital  from  $2,000  to  $1,000,  which  is  still  in  cash  form,  and 
we  have  the  picture  shown  in  Figure  2.  Then,  as  we  get  into  production,  we 
invest  some  of  our  $1,000  of  working  capital  in  inventories  (shown  in  Figure 
3  at  $500)  and  some  of  it  in  accounts  receivable  (shown  at  $300).  The  portion 
not  so  invested — $200 — remains  as  cash.  In  actual  practice,  of  course,  we 
would  also  create  current  liabilities — i.e.,  accounts  payable,  accruals,  provision 
for  taxes,  etc. — and  these  would,  in  effect,  finance  additional  current  assets.  In 
contrast  to  permanent  assets  such  as  buildings  and  machinery,  as  Figure  3 
shows,  working  capital  is  really  comparable  to  a  reservoir  in  which  churning 
liquid  is  constantly  being  drawn  on,  replenished,  drained  off,  etc. 

FIGURE  1 
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Major  Factors 

In  addition  to  this  constant  turnover,  we  periodically  draw  on  our  working 
capital  fund  to  buy  machinery  and  to  pay  dividends  to  our  shareholders. 
Working  capital  is  thus  a  clearinghouse  for  all  our  funds,  and  it  is  therefore 
very  important  that  we  watch  and  control  it  carefully.  Indeed,  if  we  can  main- 
tain a  good  working  capital  position,  we  can  be  sure  that  our  total  position 
is  sound. 

We  know  from  experience  that  to  do  this  we  must  do  two  things : 

1.  Maintain  an  amount  of  working  capital  sufficient  for  the  conduct  of  the 
business  at  the  volume  we  expect  to  do. 

2.  Use  working  capital  efficiently. 

With  respect  to  maintaining  an  adequate  amount  of  working  capital,  we  can 
see  that  the  amount  of  working  capital  results  from  these  factors : 

1.  Retained  earnings  (i.e.,  net  profits  less  dividends  paid  out)  build  work- 
ing capital  up. 

2.  Net  capital  expenditures  (i.e.,  gross  capital  expenditures  for  new  plant 
and  machinery  less  the  amount  currently  provided  in  costs  for  deprecia- 
tion of  old  properties)  draw  it  down. 

Obviously,  these  aren't  the  only  items  that  affect  the  amount  of  working 
capital.  By  and  large,  however,  most  changes  will  result  from  these  two 
factors. 


FIGURE  2 
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The  second  aspect  of  working  capital  control— the  efficient  use  of  such 
capital— means  primarily  controlling  the  amounts  which  are  tied  up  in  inven- 
tories and  receivables  so  that  enough  remains  in  the  form  of  cash  to  provide 
proper  working  cash  balances. 

Poor  control  in  any  case  can  get  us  into  trouble.  First  of  all,  if  we  fail  to 
maintain  the  proper  amount  of  working  capital,  then  even  if  used  efficiently  it 
will  not  be  adequate.  That  is,  after  providing  for  our  required  investments  in 
inventory  and  accounts  receivable,  too  little  will  remain  in  the  form  of  cash  to 
provide  practical  working  cash  balances.  Similarly,  even  if  working  capital  is 
kept  adequate  in  amount  but  is  wastefully  tied  up  in  excessive  inventories  or 
slow  receivables,  the  same  lack  of  cash  will  result. 

The  Six  Elements 

Control  of  working  capital  involves  essentially,  therefore,  control  of  the 
following  six  elements : 

1.  Sales. 

2.  Costs. 

3.  Profits. 

4.  Capital  expenditures. 

5.  Inventories. 

6.  Receivables. 
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We  might  liken  working  capital  control  to  flood  control  on  the  Mississippi — 
control  of  the  various  tributaries  is  the  most  effective  way  to  control  the  big 
river  itself. 

Correspondingly,  the  Thompson  program  of  financial  control  involves  the 
provision  of  adequate  controls  for  these  same  six  elements.  Our  chart  pro- 
gram has  aided  us  materially  in  making  these  controls  practical  and  effective 
at  top  levels. 

1.  Control  of  Sales.  Control  of  sales  is  more  often  the  responsibility  of  the 
Sales  Department  or  general  management  than  of  the  Financial  Department. 
However,  sales  results  and  trends  are  one  area  in  which  top  management 
must  be  kept  posted  from  month  to  month. 

The  figures  of  Exhibit  1  are  entirely  hypothetical  and  again  relate  to  an 
imaginary  ABC  Company,  but  the  form  is  based  on  charts  we  actually  use  at 
Thompson. 

We  lay  great  stress  on  seeing  each  month's  figures  in  relation  not  only  to 
past  trend  but  also  to  the  forecast  trend  for  the  months  ahead.  Hence  the  fore- 
cast figures,  which  are  shown  in  Exhibit  1  by  a  dotted  line  in  the  "monthly" 
blocks,  are  actually  represented  by  a  colored  line  on  a  flap  which  is  laid  over 
the  chart  itself.  This  not  only  lets  us  study  our  current  sales  in  relation  to  this 
future  pattern  but  also  permits  a  ready  comparison  of  the  actual  results  for 
each  month  with  those  forecast  for  that  particular  month. 

The  dotted  lines  in  the  "cumulative"  blocks  of  this  and  the  following  two 
charts  (Exhibits  2  and  3)  represent  actual  figures  for  the  previous  year. 

2.  Control  of  Costs  and  Expenses.  A  good  system  of  budgetary  control  for 
operating  costs  and  expenses  must  underlie  any  control  program.  However, 
cost  budgeting  is  a  whole  subject  in  itself.  Suffice  it  to  say  here  that  depart- 
mental budgets  should  be  established  for  all  elements  of  cost  and  that — insofar 
as  possible — flexible  or  variable  budget  procedures  should  be  followed. 

Provision  should  be  made  for  reports  showing  actual  cost  performance  com- 
pared with  budgeted  performance,  and  for  prompt  follow-up  on  all  variances 
disclosed.  We  at  Thompson  Products  use  charts  extensively  throughout  our 
organization  to  show  cost  performance  vs.  budget.  However,  these  are  used 
more  at  divisional  than  at  top  management  levels. 

3.  Profit  Control.  It  is  unfortunate  that  so  many  people  think  of  budgeting 
as  a  device  limited  to  the  field  of  expense  control.  It  shouldn't  be — for  the 
same  principles  and  type  of  thinking  can  be  applied  just  as  effectively  to  the 
control  of  all  the  six  items  listed. 

Take  the  matter  of  profit  control.  Basically  this  is  very  simple.  Just  as  we 
set  expense  budgets  to  measure  expense  performance,  so  we  can  establish 
profit  budgets  or  profit  goals  to  measure  profit  performance.  In  practice,  how- 
ever, profit  budgeting  isn't  so  simple.  Many  companies  either  don't  try  it  at 
all  or  find  that  it's  a  very  complex  procedure  to  use. 

There  are  several  ways  to  go  about  setting  up  profit  budgets  or  goals.  The 
appropriate  method  in  each  case  will  depend  on  a  number  of  factors,  too  com- 
plicated to  discuss  here.  In  brief,  we  set  an  annual  profit  goal  for  the  company 
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as  a  whole,  and  we  also  set  a  goal  for  each  division  in  cooperation  with  the 
division  manager.  The  division  goals  must  of  course  add  up  to  at  least  the 
amount  of  the  company  goal.  Then,  with  the  help  of  charts,  we  very  carefully 
watch  our  over-all  profit  performance  against  the  company-wide  goal  and  the 
profit  performance  of  each  division  against  its  own  goal. 

A  workable  plan  for  the  control  of  profits  will  go  a  long  way  toward  keep- 
ing the  reservoir  of  working  capital  properly  filled. 

4.  Capital  Expenditure  Control.  Next  to  profits  in  importance  we  usually 
find  capital  expenditures.  Again,  we  make  use  of  charts  in  keeping  our 
Thompson  management  informed  at  our  monthly  meetings  as  to  the  status 
of  our  capital  expenditure  program. 

To  understand  our  method,  it  is  necessary  to  understand  something  of  our 
approach  to  capital  expenditure  control : 

a.  Prior  to  December  1  of  each  year,  all  division  managers  submit  their 
proposed  capital  expenditure  programs  for  the  coming  year,  supported 
by  description  of  the  projects  involved  and  their  economic  justification. 

b.  These  are  reviewed  in  detail  by  our  chief  industrial  engineer. 

c.  The  programs  then  go  to  our  Policy  Committee  for  final  review  and 
approval. 

d.  As  finally  approved,  these  programs  constitute  authorized  appropriations 
within  which  expenditures  may  be  made  during  the  coming  year. 

e.  Monthly  reports  are  prepared  showing  the  status  of  appropriations,  com- 
mitments, and  expenditures. 

The  charts  used  show  management  at  a  glance  the  status,  at  any  time,  of 
commitments  and  expenditures  in  relation  to  the  approved  appropriations. 
There  can  scarcely  be  a  case  where  capital  expenditures  do  not  represent  one 
of  the  major  drains  on  available  funds.  A  realistic  control  is  well  worth  while. 

5.  Inventory  Control.  Our  approach  to  inventory  control  is  designed  to 
establish  sound  inventory  policies  in  terms  of  controlling  the  amount  of  work- 
ing capital  tied  up  in  inventories. 

The  set  of  two  charts  which  we  use  shows  by  red  or  green  areas  the  amount 
by  which  inventories  are  over  or  under  predetermined  standards  or  quotas.  It 
gives  the  over-all  inventory  picture  for  the  company,  representing  the  aggre- 
gate of  raw  material,  work-in-process,  and  finished  goods  inventories.  It  shows 
the  record  by  months  for  the  previous  year  and  for  the  current  year  to  date. 
The  experience  for  the  10  previous  years  is  also  shown. 

The  lower  portion  of  the  top  chart  is  expressed  in  dollars.  A  heavy  black 
line  represents  the  actual  dollar  amount  of  inventory  at  each  month  end.  An 
area  shaded  in  gray  represents  the  amount  of  standard  or  authorized  inventory 
based  on  approved  inventory  standards  or  quotas.  A  red  area  shows  the 
amount  of  excess  inventory — i.e.,  actual  over  standard. 

These  inventory  standards  are  developed  separately  for  each  division  and 
cover  each  major  inventory  classification — that  is,  raw  material,  work-in- 
process,  finished  goods,  supplies,  etc.  They  are  expressed  in  terms  of  forecast 
usage  or  activity.  For  example,  raw  material  standards  are  stated  as,  say,  30 
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days'  supply  based  on  the  anticipated  usage  of  raw  material  for  the  follow- 
ing month.  Work-in-process  standards  are  expressed  as  a  given  number  of 
days'  supply  based  on  the  anticipated  cost  of  sales  for  the  following  month. 
Once  established,  the  standards  are  applied  in  subsequent  months  against  the 
related  activity  base  to  determine  the  amounts  of  standard  or  authorized  in- 
ventory. This  is  variable  budgeting  applied. 

In  the  upper  portion  of  the  top  chart  we  show  this  same  information  in 
terms  of  days'  supply.  A  black  line  shows  the  number  of  actual  days'  supply ; 
a  red,  the  number  of  standard  days'  supply. 

The  lower  chart  shows  for  informative  purposes'  the  trend  of  cost  of  sales, 
together  with  the  "percent  performance" — 100  percent,  of  course,  represent- 
ing perfect  performance. 

We  use  charts  like  this  at  our  management  meeting  each  month  to  review 
the  over-all  inventory  position  of  the  company  as  a  whole  and  of  each  division. 
We  also  show  the  breakdown  of  our  over-all  company  inventory  on  a  detail 
chart  like  the  one  in  Exhibit  2,  which  shows  separately  raw  material,  work-in- 
process,  and  finished  goods.  The  arrangement  of  this  chart  is  similar  to  that 
of  the  total  inventory  chart.  It  also  shows  commitments.  We  do  not  bring  the 
detailed  charts  for  the  various  divisions  into  the  top  management  meeting,  but 
our  Inventory  Committee  reviews  them,  as  well  as  the  supporting  inventory 
reports. 

We  have  found  this  kind  of  an  approach  to  inventory  control  very  helpful 
in  bringing  about  sound  inventory  policies  and  a  better  understanding  by  top 
management  of  inventory  conditions.  Because  it  states  excess  inventories  in 
terms  of  dollars— dollars  of  working  capital  unnecessarily  tied  up— it  drives 
home  very  forcefully  to  management  the  effect  of  loose  inventory  control  on 
the  company's  over-all  financial  position. 

6.  Control  of  Receivables.  The  detailed  control  of  receivables  rests,  of 
course,  with  the  Credit  Department.  However,  over  and  above  this,  it  is  im- 
portant to  keep  top  management  posted  as  to  the  over-all  condition  of  receiv- 
ables and  to  keep  before  the  members  continually  the  thought  that  every 
dollar  unnecessarily  tied  up  in  slow  receivables  is  a  dollar  of  working  capital 
which  might  be  put  to  better  use  elsewhere. 

We  do  this  with  charts  similar  to  the  inventory  charts.  These  show  a  run- 
ning record  of  the  dollar  amount  of  receivables  outstanding  and  the  number 
of  days'  sales  which  they  represent.  They  can  also  show  the  normal  or  stand- 
ard amount  of  receivables  for  the  current  volume  of  sales  and  indicate  any 
excess  as  a  portion  of  working  capital  which  is  unnecessarily  tied  up. 

FINANCIAL   PLANNING 

Financial  planning,  or  forecasting,  has  been  mentioned  as  the  second  part 
of  our  program.  Indeed,  we  look  on  it  as  just  as  important  a  part  as  financial 
control.  Forecasting  figures  very  prominently  in  the  development  and 
carrying-out  of  all  our  future  plans. 

Our  financial  planning  involves  a  thrCe-year  forecast,  revised  quarterly.  Uur 
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No.  1  forecast  comes  out  in  December ;  No.  2  in  April ;  No.  3  in  July ;  and 
No.  4  in  October.  We  deal  with  the  first  six  months  of  the  forecast  period  by 
individual  months;  the  rest  of  the  three-year  period  we  cover  by  quarters 
only. 

Our  forecasts  are  prepared  in  two  parts  : 

1.  An  operating  forecast  covering  sales  and  profits. 

2.  Based  on  this,  a  balance  sheet  forecast  covering  cash,  working  capital, 
and  balance  sheet  position. 

Here  again  we  lean  heavily  on  charts  to  get  the  story  across  clearly  and 
quickly  as  to  how  the  new  forecast  compares  with  the  preceding  one.  We  make 
the  comparison  chiefly  through  the  use  of  flaps  or  overlays  as  seen  in 
Exhibit  1.  Similar  flaps  are  attached  to  the  operations  chart  to  show  changes 
in  forecast  profits  and  profit  margins. 

In  presenting  the  balance  sheet  forecast,  we  use  a  slightly  different  tech- 
nique. The  many  separate  items  appearing  in  the  balance  sheet  are  difficult  to 
reduce  to  chart  form.  Accordingly,  we  use  slides  to  present  on  the  screen  a 
statistical  comparison  of  the  new  forecast  compared  with  the  old. 

However,  we  lay  great  stress  on  cash  and  working  capital  requirements  vs. 
amounts  available,  as  shown  by  the  forecast,  and  these  do  lend  themselves 
very  readily  to  charting.  In  our  own  case  the  high  production  demands  of  the 
defense  program  have  generated  working  capital  requirements  in  excess  of 
our  normal  working  capital.  Since  these  excess  requirements  are  of  a  tem- 
porary nature,  we  have  provided  for  them  largely  through  borrowings — both 
long-  and  short-term. 

Exhibit  3  shows  the  current  forecast  through  1955,  and  again  the  figures 
are  hypothetical.  As  can  be  seen,  we  use  the  flap  technique  here  also.  Each 
quarter,  as  we  prepare  a  new  forecast,  we  lay  a  second  flap  on  top  of  the  pre- 
ceding one  to  give  a  quick  visual  picture  of  the  changes  which  have  occurred 
in  our  outlook. 

This  particular  chart,  incidentally,  has  been  of  great  value  in  helping  us  in 
the  Financial  Department  to  see  clearly  the  situation  with  which  we  were 
faced — always  over  a  period  far  enough  ahead  that  we  could  make  intelligent 
plans  to  meet  it.  We  have  also  used  the  chart  repeatedly  to  keep  the  rest  of 
our  management  and  our  Board  of  Directors,  as  well  as  our  principal  banks, 
informed. 

CHART   PREPARATION 

We  recognized  early  in  our  program  that  there  was  something  very  nice 
about  large  charts — say,  three  by  four  feet — but  that  the  preparation  and 
maintenance  of  any  considerable  number  of  these  would  be  both  burdensome 
and  expensive. 

To  solve  this  problem  we  turned  to  the  use  of  small  charts,  prepared  in 
8}4"  x  11"  form,  and  the  projection  of  these  onto  a  large  screen.  This  in- 
volves a  photographic  reproduction  of  each  chart  on  transparent  film  at  the 
start  of  each  year  and  the  addition  of  subsequent  monthly  data  by  ink  and 
water  color  directly  on  this  film.  We  have  on  occasion  used  a  reflector-type 
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machine  to  show  data  directly  from  the  paper  charts  without  the  need  for  the 
film  preparation.  While  this  method  is  simpler,  it  does  not,  however,  produce 
as  brilliant  a  picture. 

It  has  already  been  pointed  out  that  the  use  of  flaps  or  overlays  on  certain 
of  our  slides  has  proved  to  be  of  great  help,  particularly  in  presenting  fore- 
cast data  and  in  making  comparisons  of  our  current  forecast  with  the  one 
previously  issued.  The  preparation  of  these  flaps  is  quite  simple.  A  relatively 
heavy  cellophane  is  placed  on  a  mount  separate  from  that  on  which  the  origi- 
nal slide  is  placed.  This  is  then  attached  to  the  main  slide  in  such  a  way  that 
the  original  slide  can  be  used  with  or  without  the  flap. 

One  flap  is  used  for  each  forecast  to  be  presented,  and  it  is  possible  to  show 
two  forecasts  in  relation  to  the  original  chart  at  one  time  when  it  is  desirable 
to  indicate  comparisons.  As  in  bringing  the  slide  itself  up  to  date,  India  ink  is 
used,  each  forecast  having  a  particular  color  in  which  it  is  shown.  For  ex- 
ample, we  use  red  ink  for  Forecast  No.  1,  green  ink  for  Forecast  No,  2,  blue 
for  Forecast  No.  3,  and  yellow  for  Forecast  No.  4. 

Finally,  our  charts  are  always  intended  to  provide  a  background  for  discus- 
sion. In  other  words,  they  present  the  problems  but  don't  solve  them. 


To  repeat,  our  program  of  financial  control  and  financial  planning,  plus  the 
chart  program  which  is  designed  to  make  interesting — and  understandable — 
figures  which  are  inherently  complex,  has  been  of  very  great  value  to 
Thompson  Products,  Inc.,  during  recent  years. 

The  program  is  reminiscent  in  some  ways  of  an  automobile  trip.  Our  fore- 
casts are  simply  financial  road  maps  showing  us  what's  ahead  so  that  we  can 
make  proper  plans  for  a  safe  and  comfortable  financial  journey  with  as  few 
unpleasant  surprises  as  possible.  Our  chart  pictures  showing  performance 
serve  much  the  same  purpose  as  the  instrument  panel  on  the  dashboard.  By 
casting  our  eyes  across  the  panel  at  regular  intervals,  we  can  quickly  spot  any 
trouble  before  it  gets  too  serious  and  concentrate  our  best  efforts  on  curing  it. 
The  size  of  our  operations  will  determine  whether  we  need  a  large  or  a  small 
panel,  but  there  is  hardly  an  automobile  or  plane — or  business — so  small  that 
it  would  not  be  the  better  for  at  least  a  few  simple  instruments  up  in  front  of 
the  driver. 


APPENDIX:   TYPICAL  CHARTS  USED 

EXHIBIT  1 
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THOMPSON    PRODUCTS,    INC. 


EXHIBIT  2 

ABC  Company 
Inventory  Detail 
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EXHIBIT  3 

ABC  Company 
Working  Capital  Position 
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Building 

an 

Integrated 

Reports  System 


THE  AUTHOR 


A  graduate  of  the  University  of  Illinois  with  a  B.S. 
in  accounting,  banking,  and  finance,  George  E. 
Altmansberger  joined  the  General  Motors  Corpora- 
tion in  1938,  working  in  various  departments  in  ac- 
counting and  cost  control  and  serving  as  assistant 
controller  of  the  Lansing,  Michigan,  plant  of  the 
Fisher  Body  Division.  Mr.  Altmansberger  came  to  the 
Ford  Motor  Company,  Dearborn,  Michigan,  as  Direc- 
tor of  Reports  Analysis  in  1948,  was  later  named 
Director  of  the  Budget  and  Cost  Department,  and 
assumed  his  present  position  as  Associate  Director, 
Financial  Analysis,  in  1950.  He  is  a  member  of  the 
National  Association  of  Cost  Accountants  and  has 
given  talks  before  NACA  chapters  and  internal  audi- 
tors' groups. 


V.  Ford  Motor  Company 


Building  an  Integrated  Reports  System:  An  Outline 

GEORGE  E.  ALTMANSBERGER 

Editor's  Note — This  outline,  with  the  accompanying  illustrations,  was  espe- 
cially prepared  for  distribution  to  AM  A  conference  registrants.  It  is  here 
reproduced  in  its  entirety 


I.  Background  of  Ford's  system  of  financial  control  and  reporting  (tailor- 
made  and  geared  to  a  system  of  profit  control) 

A.  Nature  of  the  industry 

1.  Large  investment 

2.  Integrated 

3.  Widespread  scope 

4.  High  degree  of  competition 

5.  Rapid  technological  changes 

6.  Long  model-evolution  cycle 

B.  Nature  of  the  company 

1.  Complete  postwar  reorganization  and  streamlining 

2.  Decentralization 

3.  Vertical  integration 

4.  Cost-consciousness 

5.  Multi-plant  operation 

C.  Nature  of  the  product 

1.  Quality  and  quantity 

2.  Tremendous  development  expense 

3.  Requirement  of  specific  controls  for  specific  stages  of  development 

a.  Research 

b.  Design 

c.  Production 

d.  Sales 

II.  Development  of  the  system 

A.  Who  needs  to  know  what?  And  when?  (Controls  for  all  levels  of 
management :  foremen,  superintendents  and  department  heads,  plant 
managers,  divisional  management,  central  staff  offices,  top  manage- 
ment) 

1.  For  the  lower  levels  of  management,  reports  to  control  the  day-to- 
day job 

2.  For  the  next  level  of  management,  reports  and  analysis  to  plan 
the  near- future  job 

3.  For  top  management,  financial  reports  and  financial  analysis  to 
plan  the  long-term  job  and  establish  policies 
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B.  What  type  of  control  and  reporting  ? 

1.  Routine  reporting 

2.  Advisory  reporting 

C.  How  to  accumulate  and  analyze  data — organization  of  the  con- 
troller's staff  into  four  divisions  : 

1.  General  accounting 

2.  Cost  accounting 

3.  Cost  analysis 

4.  Financial  analysis 

D.  How  should  reporting  and  control  tie  in  ? 

1.  Each  budget  authorization  should  be  part  of  an  over-all  company 
profit  objective 

2.  Each  budget  authorization  must  be  recognized  as  a  specific  respon- 
sibility by  each  supervisor 

III.  Financial   control  and   reporting  through   an   automobile-model   cycle 

A.  Styling  and  design  period  ("target"  costs  used  throughout  for  control 
of  each  specification  change) 

1.  Demand  studies 

2.  Market  research 

B.  Engineering  period  ("target"  cost  used  throughout) 

1.  Design  cost  estimates,  measured  against  "target"  cost,  control  ulti- 
mate cost  of  product 

2.  Tooling  and  engineering  cost  estimates  are  made  and  appropria- 
tions approved 

3.  Facility  rearrangements  are  planned  and  appropriations  approved 

C.  Tooling  and  budget  period 

1.  Tools  for  new  model  are  built 

2.  Facility  rearrangements  are  completed 

3.  Bill  of  material  is  released  and  priced 

4.  Cost  and  profit  budgets  are  prepared 

a.  Direct  labor  bill 

b.  Manufacturing  overhead  budget 

c.  Administrative  and  selling  budgets 

d.  Special  tool  budgets 

e.  Engineering  budgets 

f .  Budgets  for  all  other  items  of  cost 

g.  Profit  budget  (all  the  above  combined) 

D.  Production  period,  with  the  necessary  "yardsticks"  (provided  by 
revenue,  cost,  and  profit  controls  established  during  the  tooling  and 
budget  period)  prepared  by 

1.  Organizational  unit 

2.  Type  of  expense 

E.  Sales  period 

1.  Sales  penetration  is  measured  against  predetermined  market  ob- 
jectives 
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2.  Market  research  continues  to  guide  the  design  and  cost  of  future 
models 
IV.  The  profit  budget  (Figure  1 ;  summarizes  all  budgets  and  plans  by  plant 
and  by  division) 

A.  Factors 

1.  Revenue 

2.  Material  cost 

3.  Direct  labor  cost 

4.  Manufacturing  overhead  cost 

5.  Administrative  and  selling  expense 

6.  Special  tool  expense 

7.  Engineering  expense 

8.  Other  income  and  deductions 

a.  Total  cost 

b.  Net  profit  before  taxes 

c.  Objective  return  on  assets  employed 

B.  Approval 

1.  If  this  annual  profit  budget  compares  favorably  with  the  Objective, 
it  is  approved 

2.  Once  approved,  the  budgeted  profit  becomes  a  management  com- 
mitment 

3.  Further,  all  revenue  and  cost  budgets  contained  therein  become 
control  mechanisms 

V.  Reports  system  for  the  various  levels  of  management  (Figure  2) 

A.  The  foreman  (Figure  3)  controls  men,  materials,  and  machinery. 
His  reports  cover 

1.  Direct  labor 

2.  Indirect  labor 

3.  Material  usage 

B.  The  superintendents  and  department  heads  (Figure  4)  receive  more 
condensed  reports : 

1.  Cost  performance  summaries  by  foreman 

2.  Cost  trend  charts 

3.  Total  department  cost  report 

4.  Factory  cost  of  product 

C.  The  plant  manager  ( Figure  5  )  receives  condensed  plant- wide  reports 
and  analyses : 

1.  Profit  budget  performance  and  analysis 

2.  Cost  performance  summary  by  department 

3.  Total  plant  cost  report 

4.  Product  costs 

D.  Divisional  management  (Figure  6)  concentrates  principally  on  per- 
formance reviews  and  the  plans  of  the  various  plants.  Its  reports 
cover 

1.  Plant  profit  budgets  and  forecasts 

{Text  concluded  on  page  112) 
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FIGURE   1 


SCHEDULE  PA 


PROFIT  BUDGET 
SUMMARY 
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2.  Product  cost  and  analysis 

3.  Total  plant  cost  performance 

4.  Financial  review  and  planning  reports 

E.  Central  staff  offices  (Figure  7)  concentrate  principally  on 

1.  Divisional  statements 

2.  Divisional  analyses 

3.  Divisional  plans 

4.  Profit  forecasts 

F.  Top  management  (Figure  8)  is  advised  of  performance  and  action 
taken  principally  through 

1.  Monthly  financial  reviews 

2.  Special  financial  analyses 
VI.  Advantages  of  the  system 

A.  One  line  on  a  chart  shown  to  the  company's  top  management  repre- 
sents 

1.  The  combined  efficiency  of  thousands  of  individual  operations 

2.  The  combined  performance  of  hundreds  of  supervisors  through- 
out the  company 

B.  A  company  profit  variance  from  objective  can  be  isolated  (Figure 
9)  by 

1.  Division 

2.  Plant  within  the  division,  each  plant  assigning  the  responsibility 
to 

3.  The  superintendent  or  department  head,  who  can  fix  the  respon- 
sibility by 

4.  Individual  foreman,  who  can  isolate  the  variance  by 

5.  Type  of  expense 

VII.  Good  financial  control  vs.  poor  financial  control 

A.  A  good  financial  control  system 

1.  Provides  the  tools  for  management  action  at  all  levels  and 

2.  Requires  that  appropriate  action  be  taken  at  the  lowest  possible 
level  of  management.  This  means  more  management  time  for 
more  management  duties 

B.  Under  poor  financial  control  (Figure  10),  too  many  reports  go 
through  too  many  levels  of  the  organization  without  action.  Good 
financial  control  (Figure  11)  means  few  reports,  better  and  quicker 
action,  more  management  time  for  more  management  duties 

C.  Routine  reporting  fills  file  cabinets  (Figure  12)  ;  advisory  reporting 
gets  action  (Figure  13) 
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